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EDWIN ROBERT ANDERSON SELIGMAN 
Seventh President of the American Economic Association, 1902-03 


Edwin Robert Anderson Seligman was born in New York City, April 25, 
861, Well grounded in modern languages and the classics at home, he 
continued his education at Columbia Grammar School and at Columbia 
University, where he received degrees in Arts, Law, and Philosophy. 
Upon graduation he chose a scholar’s career, despite his father’s wish that 
be enter the family bank, and continued his studies at the Universities of 
Berlin, Heidelberg, and Paris. His European experience had a profound 
influence upon his economic thinking and enabled him to become 
acquainte d with many of the leading scholars abroad. It was then, also, 
that he laid the foundation of a truly remarkable library—one of the best 
private economic collections in the world. It has since become the Seligman 
Library at Columbia University. Returning home in 1882, he entered the 
School of Political Science that had just been founded at Columbia and 
earned his postgraduate degrees. At the age of twenty-seven he was 
appointed adjunct professor of political economy. From 1891 to 1904 
he was professor of political economy and finance, and in 1904 McVickar 
professor. Amidst his scientific and practical labor, he kept up his courses 
and presided over the growing Department of Economics. Retiring in 
1931, he became professor emeritus in residence, a post which he held 
until his death at Lake Placid, New York, July 18, 1939. 

Professor Seligman was not only a scholar but a man of affairs. He served 
on numerous advisory bodies and special commissions, both state and 
federal. His assistance was frequently asked for abroad; for example, by 
the League of Nations, in connection with double taxation, and by C uba, 
as a financial expert. Foreign societies delighted to honor him ‘and he 
was a member of numerous academies and institutes. 

Seligman’s chief contributions and works were in the field of public 
inance, e.g., The Shifting and Incidence of Taxation, 1892, Progressive 
Taxation, 1894. and Essays in Taxation, 1895, but he also wrote on general 
economic subjects, e.g., Economic Interpretation of History, 1902, and 
Principles of Economics, 1905, and on war finance, and he collaborated 
in many studies, e.g., Installment Selling, 1928, and Price Maintenance, 
1932. 

For many years he edited the Columbia Series in the History of Eco- 
nomics and Public Law and the Political Science Quarterly, and upon 
retiring threw himself with characteristic energy into the editing of the 
Encyclopaedia of the Social Sciences, fifteen volumes of which were pub- 
lished between 1930 and 1935. 


With Professor Ely and others he founded the American Economic 
\ssociation in 1885 and acted as Treasurer from 1886 to 1890. 
(Obituar notices of Protessor Seligman may be found in the American 
Economi Review, December, 1939 (911-13), by Wesley C. Mitchell, and 
in the E, tic Journal, September, 1939 (577-89). by G. Findlay Shirras. 
The latts mtains a select list of his books and of papers and reviews 
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t a series of photographs of past presidents of the Association. 
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The American Economic Review 


VOLUME XXXII JUNE, 1943 NUMBER TWO 


PUBLIC REGULATION OF LABOR RELATIONS— 
THE WISCONSIN EXPERIMENT* 


By CuHartes C. KILLINGSwoRTH* 


I 


From the beginning of American industrial history until the New 
Deal period, employers were free to deal with trade unions or not to 
deal with them, as they chose. If an employer decided not to deal with 
a union, he could legally utilize a great variety of devices to imple- 
ment that decision. He could, for example, discharge every employee 
who joined the union; and if the union nevertheless organized his 
employees, he could flatly refuse to recognize the union as the agent 
of his employees. The only recourse of the union was to “sell” itself 
to the employer by offering economic incentives, such as equalization 
of competitive conditions in an industry, or to force itself upon him 
by strikes or similar economic pressure. Because the opposition of many 
employers to unionism was extremely bitter, American history is 
scarred with fierce struggles between employers and organizations of 
their employees. These struggles were often a kind of private war- 
fare, with considerable loss of life and destruction of property. 
Finally the federal government undertook to eliminate some of the 
causes of this type of industrial warfare. In 1935, Congress passed the 
National Labor Relations act,’ thus putting teeth into a national labor 
policy based upon the assumption—stated many times previously by 
the federal government*—that labor unions are a social necessity in 
| *Mr. Killingsworth is now instructor in political economy at The Johns Hopkins Uni- 
versity, 

‘The author acknowledges gratefully the advice and aid of Professor Edwin E. Witte 
‘ the University of Wisconsin in the preparation of this paper. 

49 Stat. 449 (1935), often called the Wagner Act. 


A notable example is the Norris-La Guardia Anti-Injunction act of 1932 (47 Stat. 70); 
; Americas Steel Foundries Co. v. Tri-City Central Trades’ Council, 257 U.S. 184 

). Language quite similar to that of the National Labor Relations act can be 
ee in the statement of principles of the War Labor Board of 1918 (quoted in Lorwin 
Wubnig, Labor Relations Boards (Washington, Brookings Institution, 1935], p. 10), 
” Railway Labor act of 1926 (44 Stat. 577), Section 7A of the National Industrial 
“ecovery act of 1933 (48 Stat. 198), and other minor legislation. 


| 
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modern capitalism. This law directs the employer to maintain stric; 

neutrality in all matters pertaining to the organization of his employees \ 
and requires him to bargain with any union which may come to repre. a 
sent the majority of his employees. “ that 
The National Labor Relations act required a drastic modificatio) nen 
of the policy of many employers. Now, even after eight years of ex. x poe 
perience under the act, many employers and their sympathizers criticize — 
certain features of federal labor relations legislation, and urge that decide 
they be changed. The act is one-sided, they argue. Unions, as well as . pil 
employers, commit wrongful acts. But, although the act condemns the sage 
unfair labor practices of the employer, it places no restrictions what- Fe vr 
ever on unions. It should define and prohibit unfair labor practices of ee 
unions. Bias also shows up, they say, in the difficulty which an - ; 
employer has in getting the National Labor Relations Board to con- Ae 
duct an election to determine whether a union represents the majority : _ 
of his employees. An employer should have just as much right to ask a 
for, and get, an election as a union. Further, the administrative provi- a 
sions of the act are frequently criticized. The National Labor Relations netiti 
Board is a quasi-judicial administrative agency which, the lawyers : we 
argue, combines the functions of investigation, prosecution, and adjudi- ere 
cation. Such a board cannot render an impartial decision, say its critics. “a 
Therefore it should be divested of all functions save adjudication. empl 
These proposed changes in national labor policy have been debated whict 
in Congress for more than three years. Most of the argument has been alll 
deductive. However, a labor relations law which embodies these ideas the b 
has been in actual operation since 1939. It was then that the state of Th 
Wisconsin passed its Employment Peace act,* cast in the pattern which aw 
many people recommend for the national labor policy. Wisconsin had empl 
passed a law similar to the National Labor Relations act in 1937. Thee 
After a conservative victory in the election of 1938, this law was re- The . 
pealed and the Employment Peace act was substituted, despite the bitter Ther 
opposition of union leaders. The Wisconsin Council of Agriculture, 4 ie’ 
central body of farm codperatives, was the chief sponsor of the new act. tia 
This trial of new ideas in labor relations policy may prove 4s there 
instructive as this state’s pioneering experiments with unemployment Wisc 
insurance and workmen’s accident compensation. To be sure, the ex- cou 
perience of a single state may be an imperfect indication of the possi- etien 
bilities of a proposed national policy. Nevertheless, the Wisconsil tions ; 
experience is sufficiently illuminating to enable us to see the impor! — 
of some recommended changes in national labor policy.° ively 

*Chap. 111, Wis. Stats. (1939). 939, 
*The purpose here is merely to discuss those selected aspects of the Wisconsin & "Ibi 
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II 


A frequently-voiced criticism of the national labor relations policy 

is that the law ignores the legitimate interests of employers in matters 
pertaining to collective bargaining. Before 1939, the N.L.R.B. refused 
y accept employer petitions for elections to determine bargaining rep- 
slate After four years of criticism on this point, the board 
decided to grant employers a limited right to petition for elections.° 
It is still argued frequently that the N.L.R.B. policy is unduly restric- 
tive, and that employer petitions should be accepted on the same basis 
as union petitions. Before the board’s 1939 change of policy, it was 
urged that employers frequently found themselves in a situation in 


which two unions demanded recognition, each claiming to represent 
| a majority of employees. This placed the employer who was eager to 


obey the law in an embarrassing position. To such arguments the board 
ieplied that the employer could require one or both of the unions to 
petition for an election as a prerequisite to bargaining. Further, the 
board argued, if employers were granted an unrestricted right to 
petition for and obtain elections, the privilege could be used to thwart 
union organizing campaigns. A premature election, with an unfavorable 
result, would make it difficult for the union to attract additional mem- 
bers in the plant. Therefore, when the N.L.R.B. decided to accept 
employer petitions, it specifically limited such petitions to cases in 
which two or more rival organizations “have presented to the employer 
conflicting claims that each represents a majority of the employees in 
the bargaining unit... .”” 

The Wisconsin law is more liberal. The Employment Peace act pro- 
vides that “whenever a question arises” concerning representation of 
employees, the Employment Relations Board “shall” hold an election. 
The employer’s right to petition is not limited to cases of dual unionism. 
The only requirement is that a question of representation must exist. 
Therefore the board’s definition of the phrase, “question of representa- 
tion,” becomes crucial. The board has stated that if a union has not 
actually requested an employer to bargain or to grant recognition, 
there is no question of representation. However, union leaders in 
Wisconsin claim that in many cases involving employer petitions the 


pent W hich throw light on some proposed amendments to the National Labor Rela- 
a act. The result is not intended to be a comprehensive view of the operation of the 
‘ ployment Peace act. Some important provisions of the act are not mentioned, and 


interesting clauses—such as the strike-notice requirement—which have proved to be rela- 
‘yly unimportant in operation are similarly ignored. 


“Natic mal Labor Relations Board, Rules and Regulations (Series 2), effective July 14, 


39, Sec. 2 (b) (5). 
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board has ordered elections upon the basis of very slight evidence, o; 
mere inferences, of requests for bargaining or recognition. These 
leaders take the view that, under this law, a union which in any way 
approaches an employer during the early stages of an organization 
campaign may precipitate an election which, from its viewpoint, will 
be disastrously premature. Some support for this view is gained from 
statistics compiled from the board’s records covering the first 23 


months of experience under the Employment Peace act. These data | 


are presented in the table below. 


ELECTIONS IN WuHIcH RESULTS WERE CERTIFIED BY WISCONSIN EMPLOYMENT 
RELATIONS Boarp, May, 1939-Marcu 31, 1941 


oe Union Involved Result 

Petition for Total 

Election by Affiliated | Unaffiliated | Union Won | Union Lost 
Total 68 56 12 50 18 
Employer* 31 31 0 17 14 
Union» 22 12 10 20 2 
Individual 5 3 2 3 2 
Stipulation 10 10 0 id 0 


* In no case was more than one union involved in employer petition elections. 
> Ten of these were filed by independent unions, and eight of the ten involved another 
union besides the petitioner. Independents lost only one election to an affiliated rival. 


It is significant that in not a single election initiated by employer 
petition was more than one union involved. The results of these elec- 
tions are also illuminating. Of 31 employer-initiated elections, the 
union was defeated in 14 cases. By comparison, unions lost only 2 of the 
22 elections which they asked for. The high ratio of union defeats in 
employer-initiated elections suggests that such elections have {re- 
quently been utilized to choke off union organizing campaigns. It is 
unlikely that in all of these cases the employer was really in doubt as 
to whether the union represented a majority of his employees. If the 
union obviously lacked a majority, then the purpose of many of those 
elections must have been to indicate to doubtful employees that they 
should not join the union. This experience suggests that the Wiscon- 
sin board has interpreted the phrase, “question of representation,’ 50 
broadly as to give anti-union employers a fairly effective weapo 
against organizing campaigns." If the national labor policy is to assure 


*Other labor relations boards have generally ruled that when a union obviously does 
not represent a majority of employees, there is no question of representation. (>¢e ¥. 
Galenson, Rival Unionism in the United States [Washington, American Council on Public 
Affairs, 1940], pp. 244-45, 275, for a convenient summary of the rulings.) The Wiscons® 
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workers the right to organize, free from employer influence, then there 
is an apparent need for some limitation upon employer election peti- 
tions similar to that enforced by the N.L.R.B. 


III 


The National Labor Relations Board is a quasi-judicial administra- 
tive agency on the pattern of the Federal Trade Commission and many 
other regulatory agencies in the federal government. Its function is to 
apply the general language of the statute to specific situations in such 
a way as to effectuate the congressional policy. Individuals or unions 
fle charges of violation of the unfair labor practice provisions of the 
act with the board. Board agents then investigate the charges and try 
to effect an informal adjustment of the matter. If this fails and the 
board is convinced that the charges have merit, it issues a formal com- 
plaint in the name of the government. Then the accused employer is 
given a formal hearing before a trial examiner appointed by the board. 
The case against the employer is presented by an attorney who is 
employed by the board. When the hearing is concluded, the board may 
either dismiss the case, or order the employer to take certain steps to 
comply with the board’s interpretation of the act. Thus the board 
combines the functions of investigation, prosecution, and adjudica- 
tion. 

Much criticism has been directed against such a combination of 
functions, principally on the ground that the function of adjudication 
cannot be performed impartially by the same agency which investigates 
and prosecutes.* The drafters of the Employment Peace act believed 
that these criticisms were well founded; therefore, the procedural 
provisions of the act are designed to avoid this combination of func- 
tions, 

The Employment Peace act provides that an unfair labor practice 
proceeding shall be initiated by a complaint in writing by any party in 
interest. This private complaint is the basis for a hearing, which the 
board is required to schedule upon receipt of such a complaint. The 
board is not authorized to employ counsel for any purpose. Therefore, 
both plaintiffs and respondents must present their own cases in board 


board leans toward this interpretation of “question of representation” in more recent 
decis, ms; ¢.g., see Furniture Manufacturers, Inc., W.E.R.B. Dec. No. 324 (Nov. 3, 1941). 
This doctrine prevents elections which can serve no purpose except that of discrediting 
“¢ union involved. Of course an employer may always legally refuse to bargain with any 
union which has not been certified by some labor relations board as the representative of 
€ majority of his employees. 

For an interesting discussion of such criticisms and of various judge-prosecutor com- 


nations, see W. Gellhorn, Federal Administrative Proceedings (Baltimore, Johns Hopkins 
Tess, 1941), chap. I. 
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hearings. Then, on the basis of the facts developed in the hearing by 
private litigants, the board issues its decision and order. Thus the Wis. 
consin board is divested of the functions of investigation and prosecy. 
tion; its only function is that of adjudication.” 

In actual practice the board has informally investigated the facts 
in a few cases where the charges seemed to be poorly supported. In a 
few other cases where alleged unfair labor practices were informally 
called to its attention, the board has mediated the matters without 
formal action. In almost all cases, however, when a complaint js 
brought into the office the matter is automatically scheduled for hear- 
ing. In contrast, the N.L.R.B. is able to settle 85 to 90 per cent of its 
unfair labor practice cases without formal action, merely by investi- 
gating the facts, closing cases which are obviously without merit, or 
attempting to secure voluntary compliance where violations of the law 
have actually occurred.*' The Employment Peace act precludes the 
possibility of such informal settlements because of a fear that pre- 
liminary investigation of cases will result in prejudgment of those 
cases. 

As a practical matter, however, the conventional administrative 
procedure requires that two entirely different persons—indeed, two 
different divisions of the agency—perform the functions of investiga- 
tion and adjudication. If such administrative agencies have handed 
down biased decisions, the fault must have been with the personnel 
rather than the scheme of organization. Thus the Wisconsin arrange- 
ment seems to sacrifice a real advantage to avoid an imaginary evil. 
Certainly, when an agency is crowded for time, there is great value in 
some sifting process to eliminate cases which have no merit; and most 
complainants and respondents should appreciate an opportunity to effect 
a speedy, informal settlement of a genuine cause of action, before 
expensive formal proceedings have begun. 

Another departure from the usual administrative pattern, the failure 
to provide the Employment Relations Board with counsel, obviously 

* It should be pointed out that the conventional critics of the judge-prosecutor combina- 
tion usually urge only that the job of prosecution be given to a different government 


agency. Wisconsin goes further than this by making no provision at all for public prose 
cution in the original proceedings. 

“ Other labor relations boards have reported similar results from informa! investig ation 
For example, see Report of the New York State Labor Relations Board for the Period 
from July 1, 1937, to December 31, 1939 (Albany, 1940), p. 13. Such investigation s should 
be carefully distinguished from general mediation. As President Roosevelt said when ' he 
signed the National Labor Relations act, “Compromise, the essence of mediation, has 0 
place in the interpretation and enforcement of the law.” The Employment Relation 
Board—unlike the N.L.R.B.—is empowered to mediate any type of dispute at the 
request of the parties, even though it is denied the power of informal investigation after 
charges of law violation have been filed in a dispute. 
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results from a desire to divorce adjudication and prosecution. The 
‘yunction of prosecution is left to the private organization or individual 
yho files the original complaint. Plaintiffs may be represented by an 
attorney, but some choose to present their own cases. Board employees 
who have conducted hearings say that this often means that cases are 
poorly presented and the work of the board thus made more difficult. 
The trial examiner frequently takes an active part in the proceedings 
in an attempt to remedy inadequacies of presentation, but of course 
what he can do is limited. 

This failure to provide for governmental prosecution, plus the fact 
that all proceedings are based upon a private complaint, has an even 
more significant result. As the Employment Peace Board interprets 
the law, it means that the board is not a party to any unfair labor 
practice hearing before it. Therefore, according to the board, when a 
complainant for any reason requests dismissal of a case being heard, 
the board can do nothing but grant the request. It has no authority 
to inquire into the terms of settlement, if any, and it cannot issue an 
order based upon the record made in the case up to that point. Even 
if evidence of a violation of the act has been developed in the hearing, 
and the parties reach a settlement which does not remedy this viola- 
tion, the board nevertheless believes that at the request of the parties 
it must step out of the picture completely.” 

Thus, in several cases—exactly how many cannot be determined— 
when the existence of an illegal closed shop contract’* has been dis- 
closed, the union and the employer have made some sort of settlement 
in order to protect the contract, and the board, believing that it could 
do nothing else, dismissed the case without taking action on the illegal 
contract. Similarly, in at least one picketing case, an employer found it 
necessary to agree to a violation of the act in order to save his busi- 
ness. A union was making demands upon him which were probably 
illegal under the Peace act, but it became apparent to the employer 
that his business would be bankrupt before slow legal processes could 
stop the union’s picketing. He agreed, therefore, to deal with the union 
and asked the board to dismiss the complaint which he had filed in an 


~ Probably the terms of this statute and common law analogies would permit the board 
to refuse to dismiss certain types of cases, if it wished to adopt a more positive attitude 
toward enforcement of the law. However, Mr. Walter Bender, the attorney who drafted 
the Peace act, told the author that he agrees with the board’s interpretation which is 
summarized above. 

Th e Employment Peace act prohibits closed shop contracts except where three-fourths 
of the employees affected have voted in favor of the arrangement, in a secret referendum 
conducted by the board. In addition, any union which “unreasonably” refuses to accept 


‘sa member any employee of the employer concerned is debarred from enjoying such a 
contract. 
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early stage of the dispute. As in the closed shop cases, the board granted 
the request.** 


Cr 
If the board’s view of its powers under the act is correct, one mus conta 
conclude that the procedural provisions of the act do not permit gress 
adequate protection of the public interest. In its “Declaration oj shou 
Policy,” the act recognizes that there are three major interests to be To t 
protected and promoted in employment relations: the interest of the gene 
employee, of the employer, and of the public. However, when the or el 
representative of the public—the board—is not allowed to examine or dows 
question the disposition of a case of unfair labor practices, then dred 
obviously the public interest is neglected. The N.L.R.B., which {ol by s 
lows the conventional pattern of administrative agencies, takes a dif. T 
ferent view of its powers over out-of-court settlements. In one case this conv 
board said:’* “The Board itself, representing the United States, is a tain 
party at interest in proceedings relating to unfair labor practices under The 
the Act. No private party can sanction an employer’s interference . .. act- 
in contravention of the policy of the Act... . We will closely scrutinize bids 
all agreements purporting to settle or compromise charges of unfair cert 
labor practices.” The N.L.R.B., as a result of its procedural provisions, fort 
is an active representative of the public interest, a body formulating fror 
public policy; the Wisconsin Employment Relations Board, as a te- T 
sult of its procedural provisions, is simply an administrative court tice 
handing down decisions on private controversies at the request of The 
private parties. mas 
Once the Employment Relations Board has issued an order, how- law 
ever, the act somewhat inconsistently provides for representation of the sec 
public in any further legal proceedings which may be necessary. The den 
board’s order can actually be enforced only by a state circuit court; tior 
and “any party aggrieved” by a board order may petition a circuit ma’ 
court for review. In such a proceeding, the attorney-general of the of 
state or a district attorney is required to act as counsel for the board. 
This constitutes recognition of a public interest in the review and 
enforcement of board orders, and seems inconsistent with the im- tant 
plicit theory of the procedure before the board itself. If there is 4 col 
public interest in the enforcement of board orders, then surely there is os 
just as great a public interest in the prosecution of charges before the act 


board itself. In the great majority of cases, it is probably desirable 
that complaints be dismissed when a settlement satisfactory to the 
litigants has been reached. But sound public policy surely demands 
that the board should have ample power to prevent those settlements 
which protect admitted violations of the law. 
“This is the cigar factory case discussed in more detail in Section V below. 
“In the matter of Ingram Manufacturing Co., 5 NLRB 908 (1938). 
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IV 


Critics of the national labor policy find fault not only with what it 
contains but also with what it does not contain. Why should Con- 


ermit sress assume that only employers commit unfair labor practices? Why 
mM of should labor organizations be entirely unrestricted in their activities? 
to be To this, defenders of the National Labor Relations act reply that 


general law places stringent restrictions upon union tactics. Clubbing 


1 the or even threatening strikebreakers, picketing en masse, breaking win- 
le or dows, blocking roads, preventing lawful work—all of these, and hun- 
then dreds of similar acts, are prohibited by general law and can be remedied 
fol- by summary action of police officers. 
dif. The originators of the Wisconsin Employment Peace act were not 
‘this convinced by this argument. Furthermore, they wished to curtail cer- 
is a tain types of union activity which are not limited by general laws. 
ader Therefore the Wisconsin act—unlike the National Labor Relations 
tes act—not only condemns specified activities of employers; it also for- 
nize bids certain offensive and defensive tactics of unionism, and outlaws 
fair certain objectives of union activity, thereby rendering illegal all ef- 
Ons, forts to attain those objectives. Here is the most significant departure 
‘ing from the federal labor policy. 
re- The tactics which are forbidden by the statute are almost all prac- 
uurt tices which have long been forbidden by statute and common law. 
of These include coercion or intimidation of an employee or his family; 
mass picketing; threats; force or coercion of any kind to prevent 
W- lawful work; obstruction of entrances, roads, and means of travel; 
the secondary boycotts; sit-down strikes; commission of any crime or mis- 
he demeanor in connection with any controversy as to employment rela- 
rt, tions; combination to prevent the obtaining, use, or disposition of 
ult materials or services.** Generally speaking, there can be no question 
: of the constitutional power and the duty of the state to prevent such 
nd 
> “As passed by the legislature, this law also prohibited all strikes, with “overt concomi- 


tants” such as picketing, which were not authorized in a secret ballot by the majority in a 
collective bargaining unit. The drafters of the statute undoubtedly intended to prohibit all 
picketing in such a situation. However, another clause provides that the act must be 
construed so as not to violate freedom of speech. When the strike-vote clause of the Peace 
act came before the Wisconsin Supreme Court, the constitutionality of many types of 
restrictions on peaceful picketing had been made doubtful by the decision of the United 
States Supreme Court in Thornhill v. Alabama, 310 U.S. 88 (1940). Therefore the Wis- 
consin court construed the word “picketing” as used in the act to mean “non-peaceful 
epi. Since another clause of the act prohibits all non-peaceful picketing anyway, 
this legal stratagem made the strike-vote clause inoperative. Hotel and Restaurant Em- 
ployees’ International Alliance et al. v. Wisconsin Employment Relations Board et al., 236 
Wis, 329 (1940); affirmed, 62 Sup. Ct. 706 (1942). 
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activities.'’ The principal question is one of expediency: Has generq| 
law failed to prevent such activities, and if so will the enforcemen 
procedure provided in this act be more effective? This will be dis. 
cussed in Section V. 

The objectives of concerted activities which the law declares unlay. 
ful include compelling an employer to deal with a union which dogs 
not represent the majority of his employees, inducing an employer ty 
coerce his employees in matters relating to collective bargaining and 
union membership, and securing a closed shop contract without com. 
plying with the law’s requirement that all such contracts must be 
approved in a secret ballot by three-fourths of the employees affected, 
No matter how unobjectionable an activity such as peaceful picketing 
may be in itself, if its object is the attainment of one of these for. 
bidden ends, then the activity is illegal. 

A distinct theory of unionism is implicit in the restrictive clauses of 
this legislation. These clauses are based upon the theory that many, if 
not most, unions are the result of the persuasive tongues of organizers: 
that intimidation and coercion keep many workers in the unions which 
they were deceived into joining; in fact, that most workers fear the 
economic power of unions as much as they fear that of employers; 
and that union officers are driven by an unhealthy desire to extend 
their dictatorial control—primarily, of course, to increase their reve- 
nues.’* If the right of the union to coerce the individual is reduced 
and controlled, freedom, it is assumed, is restored to the individual 
workman and unions generally will be less troublesome. These clauses 
also assume that individual rights are relatively more important than 
the rights of organized groups; this assumption shows up in the empha- 
sis on the individual’s “right to refrain” from union activities, the re- 
quirement that three-fourths of the employees must authorize a union 
shop contract, and the emphasis on the individual’s “right to work.” 
Furthermore, the individual employer’s “right to do business” is 
emphasized. 

The National Labor Relations act is based upon a fundamentally 
different theory of unionism, and a different emphasis on individual 
versus collective rights. This law proceeds upon the theory that unions 
arise out of the necessities of modern capitalism, a system under which 
employers, organized and powerful, control job opportunities and can 
dictate acceptance of their terms by individual workers who, as indi- 
viduals, are helpless. This law therefore regards collective negotiation 

* There may be serious objection, however, to the use of such words as “coercion,” “!- 
timidation,” and “secondary boycotts,” which defy precise definition. 


* One clause of the act requires unions to provide their members with financial state 
ments on demand. 
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of the terms and conditions of employment as essential for industrial 
peace and social justice. From this it follows that the state should pro- 
‘ect and promote the organization of workingmen for purposes of collec- 
ive bargaining. This act also assumes that general laws against fraud, 
violence, breach of the peace, and destruction of property or property 
rights are sufficient to protect the legitimate interests of employees, 
individual workers, and the general public. In case of a direct con- 
Jict of interest between the individual and the group, the latter should 
usually prevail. 

As was pointed out above, the most significant portions of the 
Employment Peace act are those which attempt to restrict the tactics 
and objectives of unionism. These restrictions are implicitly based on 
the first theory of unionism outlined above. However, it must be 
emphasized that this act also retains some of the guarantees of the 
national labor policy. Employers are forbidden to interfere with or 
coerce employees in matters pertaining to self-organization and collec- 
tive bargaining,’® and in a number of decisions the Employment Rela- 
tions Board has found employers guilty of unfair labor practices.” 

Thus the Wisconsin law attempts to amalgamate two inconsistent 
theories of unionism. But this state’s experience and reflection on the 
nature of the compromise suggest that, when both of the theories of 
public regulation of labor relations described above are incorporated 
in one law, the restrictive clauses will tend to nullify the protective 
clauses. As a practical matter, for example, the so-called “anti-union” 
decisions of the Employment Relations Board—decisions required by 
the terms of the act—have so discredited the board in the eyes of Wis- 
consin unions that they have been reluctant to avail themselves of the 
law’s protective provisions.** More important, it is obvious that, after 
a certain point, effectively enforced limitations upon the objectives 
and tactics of unions can make such organizations useless, and the 
“right to organize” meaningless. To be sure, the mere prohibition of 


“The Wisconsin law, however, allows the employer to assist unions which he favors 
y means which would constitute a violation of the National Labor Relations act; 
peci ‘*, he may permit an employee organization to use company facilities, such as a 
meeting place, when this is requested by a majority of his employees and does not occa- 
10n 1 any extra expense. 

“During the fiscal year ended June 30, 1941, the board issued nine cease-and-desist 
ers against employers as compared with six issued against unions. Third Annual Re- 
port of the Wisconsin Employment Relations Board (Madison, 1942), p. 17. 

~ This reluctance has apparently decreased slightly with the passage of time. In the 
uscal year 1939-40, unions brought 26 cases to the board; in 1940-41 they filed charges 
In 32 cases. Second Annual Report of the Wisconsin Employment Relations Board (Madi- 
son, 1941 ), p. 10; Third Annual Report, p. 16. However, in 1940-41 the Milwaukee re- 
tional office of the N.L.R.B. received about 200 Wisconsin cases, almost all of which 

wd have been handled by the W.E.R.B. if the unions concerned had so desired. 
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violence does not have this effect. But Wisconsin’s general prohibition 
of “interference” with an employee’s right to refrain from collective 
action could conceivably be used to make organization campaigns aij 
but impossible. Similar potentialities lurk in the ban on “intimidation” 
of employers. Where is the dividing line between “intimidation” ang 
effective use of economic pressure? 

The restrictive policy has not been carried to its logical extreme ip 
the Employment Peace act, as interpreted by the Employment Rela. 
tions Board. But the letter of even the existing law, if it could be 
drastically enforced, would obviously limit the effectiveness of Wis. 
consin unions. Thus a labor relations law like this one recalls the 
Napoleonic general who informed the assembled residents of a con- 


quered village: “Citizens, I bring you freedom. But I shoot the first 
man who moves!” 


V 


It is a truism, however, that no law is better (or worse!) than its 
enforcement. Whether or not the effects predicted by the proponents 
and critics of a law are actually realized depends to a large degree 
upon the extent to which the law can actually be enforced. Because 
of difficulties of enforcement, the practical effect of a law such as the 
Employment Peace act may be substantially different from what its 
proponents intended. A realistic appraisal of this legislation therefore 
requires some examination of its effects in specific cases. Since its re- 
strictive clauses are the outstanding feature of the Wisconsin act, the 
emphasis here is upon the way in which those restrictions have oper- 
ated.” 

One of the most publicized cases under the Employment Peace act 
was one involving a dispute over the renewal of a closed shop contract 
between the Golden Guernsey Dairy Codperative of Milwaukee and 
a local of the International Brotherhood of Teamsters. At the time the 
Peace act was passed, in May, 1939, all major Milwaukee dairies 
(including Golden Guernsey) were covered by an automatic renewal, 
closed shop contract with the Teamsters Union. But in February, 1940, 
Golden Guernsey notified the union that it wished to terminate the 
existing contract.”* Then, at the request of the company, the Employ- 


“The data on which the following case histories are based were obtained from em- 
ployers, union officers, and attorneys involved in the cases, and from court decisions an¢ 
mimeographed Employment Relations Board decisions. 

* No other Milwaukee dairy gave this notice, and their contracts remained in force 
As was pointed out in footnote 13 above, the law prohibits closed shop contracts unless 
they have been approved by three-fourths of the employees affected. Contracts whic! 
were in effect before the law was passed are exempted from this requirement. 
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ment Relations Board conducted a closed shop referendum, in which 
-onsiderably less than the required three-fourths majority of employees 
voted in favor of a closed shop. A few days of negotiation for a new 
contract followed. The employer pointed out that he could not legally 
continue the closed shop contract; the union replied that he had 
deliberately put himself in that position, that his employees would not 
have voted as they did on the referendum if he had not encouraged 
them to do so, and that many other Milwaukee employers were violat- 
ing the closed shop clause with impunity. 

Negotiations broke down, and on April 5, the union inaugurated an 
extensive campaign against the dairy, including picketing and several 
other forms of advertising. The dairy immediately filed a complaint 
with the Employment Relations Board. About a month later the board 
handed down a cease-and-desist order in which it directed the union to 
abandon all attempts to secure a closed shop contract. The union made 
no move to comply; so a circuit court was petitioned for enforcement 
of the board order. The court handed down the requested decree on 
August 1. The union then changed the wording of its picket signs and 
other advertising slightly, but not enough to avoid a contempt proceed- 
ing in September, in which the circuit court imposed a nominal fine on 
three union officers. The union officers appealed the case to the state 
supreme court, which upheld the circuit court on June 25, 1941— 
more than 14 months after the strike began.” 

During all of this litigation, the union had continued to picket and 
otherwise advertise the dispute. Shortly before the supreme court 
decision, the president of the dairy admitted that at the height of this 
campaign the dairy had lost about 20 per cent of its business. Although 
the supreme court decision ended the union’s advertising campaign, it 
is quite possible that a covert word-of-mouth campaign continues, and 
most union members in Milwaukee probably remember the long ad- 
vertising campaign against the dairy. 

Another case under this law involved a dispute between a group of 
Milwaukee hotels and several hotel workers’ unions, once again over a 
closed shop contract. A strike began on November 1, 1939. The Em- 
ployment Relations Board, in a decision and order issued three and a 
half months later, held that the strike was illegal in its inception be- 
cause the unions had not taken the secret strike vote required by the 


‘Officers of the Wisconsin State Federation of Labor declared in a public legislative 
caring in 1941 that there were hundreds of closed shop contracts in the state which had 


been entered into in violation of the Peace act. 


’ The United States Supreme Court was asked to review the case, but refused to do so. 
2 Sup, Ct. 1035 (1942). Thus, by implication, the court approved a significant limitation 
n the objectives of picketing. 
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act. It also found that a number of fist-fights—termed “assaults” 
had occurred on the picket line, and that deliveries had been pre. 
vented. The board therefore ordered the unions to cease and desis 
from all picketing. The union ignored this order, and on May 11, 1949 
the board secured an enforcement decree from a circuit court. The 
unions obtained a stay of execution and appealed the decree to the 
state supreme court. On November 8, a year after the strike began, 
the court issued a somewhat ambiguous decision which appeared ty 
uphold the board’s prohibition of all picketing. The unions then re. 
moved their picket lines. Two months later, however, the supreme 
court emphasized in its comments on a motion for rehearing that the 
Peace act prohibits only non-peaceful picketing.”® 

The unions immediately resumed their picketing and advertising 
But, because of the alleged violence in the case, the board began con- 
tempt proceedings against the unions. In July, 1941, the circuit court 
decreed a permanent prohibition of picketing. In compliance with this 
decision, the unions once more removed their picket lines—20 months 
after the strike began. The case was appealed to the United States 
Supreme Court, however, and this tribunal ruled in March, 1942, that 
the state supreme court’s decision permitted peaceful picketing by 
these unions.** Five days later, pickets again were parading in front 
of the hotels. Of course, a second proceeding against picketing by these 
unions might be instituted on the ground that the object of the picket- 
ing is illegal.** But in the first proceeding the employers had to wait 
more than a year for any relief from picketing, and picketing cor- 
tinued during 18 of the 28 months required for the case to reach a final 
decision; so the employers may question the utility of a second pro- 
ceeding. 

Still another case involved a small cigar factory and a local of the 
Cigar Makers International Union. This union called a strike in 
January, 1940. A month later, the employer charged that the strikers 
were illegally demanding that he deal with a minority union. Union 
attorneys forced the board to dismiss this charge on a technicality. 
The cigar factory initiated a second proceeding, and secured a cease- 
and-desist order from the board in July, 6 months after the strike 
began. But when this order came before the circuit court for enforce: 


See footnote 16 above. 


* Hotel and Restaurant Employees’ International Alliance et al. v. Wisconsin Employ- 
ment Relations Board et al., 62 Sup. Ct. 706 (1942). 

*The object must be either to force the employers to deal with unions which do no! 
represent a majority of their (present) employees, or to grant a closed shop without ® 
referendum, both of which are prohibited by the Employment Peace act. In its contemp 
decision in July, 1941, the circuit court stated that the picketing in this case was for 
unlawful purpose. 
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ment, union attorneys seized upon another technicality and persuaded 
the court to remand the matter to the board for the presentation of new 
evidence. Thus, more than a year after the strike began, the employer 
was practically back where he started from. In the meantime the union 
had continued to picket and had distributed “unfair” cards all over 
the United States. Unable to resist any longer, the employer signed the 
contract demanded by the union and requested the board to dismiss 
his complaint without rehearing the matter. Under the board’s theory 
of its powers, this request had to be granted, despite the fact that the 
contract was probably illegal under the Employment Peace act. 

A different situation developed in a case involving a small foundry 
and a local of the United Automobile Workers (C.1.0.). Apparently 
upon ample provocation, this union called a strike, but made the mis- 
take of carrying on mass picketing for a few days. The employer im- 
mediately pressed an extensive legal attack against the strike. He 
secured a circuit court injunction against mass picketing two weeks 
after the strike began. He also filed « complaint with the Employment 
Relations Board. Despite the fact that the court injunction was already 
in effect, the board held a hearing and, a month later, banned ap- 
proximately the same activities that the circuit court had. The board 
then sought a court decree to enforce its cease-and-desist order. This 
decree was granted, although by that time the strike had been settled. 
It seems fairly obvious that the board and the act were used for vin- 
dictive purposes by the employer in this case. All illegal picketing had 
ceased before the board order was issued; this order for the most part 
merely repeated the terms of the injunction previously issued; and the 
only agency which could enforce the order was the circuit court which 
had already enjoined the objectionable tactics of the union. Thus in 
this case the act made no perceptible contribution to the maintenance 
of industrial peace and public order. Instead, it became an instrument 
ol persecution. 


VI 


Numerous other cases could be cited to buttress the points already 
illustrated. These typical cases suffice to show that the actual effect of 
the restrictive clauses in the Wisconsin Employment Peace act depends 
largely on the relative economic strength of the employer and the union. 
When the union is weak, the clauses may be utilized as part of a cam- 
paign to smash the union. When the union can afford lengthy legal bat- 
tles, the application of the Peace act can be postponed for months. 
So lar as this statute is concerned, a union may continue any type of 
unfair labor practices—mass picketing, for example—for an absolute 
minimum of three weeks with legal impunity, because the act itself 
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requires at least ten days’ notice of a hearing before the board, ang 
ten days’ notice of any court proceeding to enforce a board order, But 
as experience has shown, if the union carries the case to appellate courts 
there may be no final determination for a year or more. In the meap. 
time, damaging economic warfare can usually be waged against the 
employer. As union officers point out, a great many employers cannot 
withstand an extended period of picketing. Thus the employer may 
find himself out of business before a cease-and-desist order can be 
made effective. 

This problem does not arise in connection with violence or other 
obviously unlawful types of picketing. In such cases, protection of the 
public interest can safely be left in the hands of the common police 
officer. The prohibition of such activities need not be based on a care. 
ful investigation of the facts in the case. The mere fact that such picket- 
ing is being carried on is sufficient ground for quick action; there is no 
need to set up ponderous administrative machinery. However, when 
peaceful picketing is lawful in some circumstances and unlawful in 
others, careful examination of those circumstances becomes essential, 
In matters requiring expert investigation and policy-making, the quas- 
judicial administrative agency has proved its indispensability; so it 
seems logical to give the job of regulating picketing to the labor rel- 
tions board.*® But the Wisconsin experience underlines the familiar 
fact that administrative procedure is too sluggish to use in an emer- 
gency where summary police action is required. Therefore, those who 
would regulate peaceful picketing are caught on the horns of a dilemma. 
If the regulation is to be effective, it must be rapid; but if the investi- 
gation of facts is to be careful, it will be disastrously time-consuming. 
Wisconsin obviously has not solved this dilemma, and it would be 
considerably more difficult to solve on a national scale. The N.L.R.5. 
and federal appellate courts are notoriously slower in operation than 
their state counterparts. Because of the practical problems highlighted 
by Wisconsin’s experience, it may be necessary to treat all peacefil 
picketing as an exercise of the right of free speech, and to depend upo 
the “competition of ideas for acceptance in the market of public 
opinion”’*® for the protection of the public interest. 

*” For persuasive arguments—by those in sympathy with the methods and objectives 0! 
the National Labor Relations act—that labor boards should be empowered to issue cease 
and-desist orders against certain particularly indefensible types of peaceful picketing, * 
Galenson, op. cit., pp. 289-293; Report of the New York State Joint Legislative Com 
mittee on Industrial and Labor Relations, Legislative Document no. 57 (Albany, 1%° 
pp. 26-27. 

* Thornhill v. Alabama, 310 U.S. 88 (1940). It is possible—though not certain—the! 
the United States Supreme Court will hold that the Constitution forbids many typ ” 
limitations on the objectives of peaceful picketing. For an excellent summary of rect 


Supreme Court decisions on this issue, see Justice Reed’s dissenting opinion in Carpen'e= 
and Joiners Union of America v. Ritter’s Cafe, 62 Sup. Ct. 807 (1942). 
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OBSERVATIONS ON RATIONING AND PRICE CONTROI 
IN GREAT BRITAIN 


By M. KEEZER* 


The following observations,‘ based on a first-hand study of their 
subject matter, are presented primarily with a view to exploring what 
British experience with price control and rationing of food and other 
consumers’ goods might contribute to the handling of the same job in 
the United States. They take fuil account of the fact that geographical, 
political, and historical differences among others, tend to invalidate 
direct comparisons between American and British performance in any 
field, but do not give this fact such overpowering weight that it obscures 
the more important fact that both peoples have wartime economic 
problems concerned with matters of such universal interest as keeping 
nourished, clothed and sheltered, which they are both trying to solve 
or, at any rate, alleviate by the same devices—price control and ra- 
tioning. 

I 


In all of its important dimensions the structure of the organization 
for price control and rationing in Great Britain differs from that in the 
United States. Where the Office of Price Administration is commis- 
sioned by Congress to control prices generally and has a general dele- 
gation of authority from the War Production Board to do rationing at 
retail, the conduct of these operations is divided in Great Britain. There 
the Ministry of Food handles the rationing and price control of food 
and the Board of Trade handles the pricing and rationing of most other 
consumer goods. 

The Ministry of Food and the Board of Trade have a measure of 
control over production in their respective fields which the Office 0! 


* The observations in this article were made by Mr. Keezer, former president of Reed 
College, Portland, Oregon, while making a study of their subject matter on behalf of te 
Office of Price Administration of which he is Deputy Administrator in charge of Pro- 
fessional Services. However, any opinions expressed or implied are personal and in » 
sense official views of the Office of Price Administration. 

*I am indebted to Mr. W. G. Onslow, a member of the Board of Trade Delegation, 
Mr. E. Twentyman, Acting Head of the British Food Mission, Mr. W. A. Stuart-Williams, 
of the British Food Mission, and Mr. E. M. H. Lloyd, Economic Advisor to the British 
Food Mission, for reading the report in order that it might be authoritatively checkea 
for errors in fact or fancy. 
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Price Administration, with its broader jurisdiction over prices and ra- 
tioning, does not have. In the case of food, the Ministry of F ood deter- 
mines, in collaboration with the Ministry of Agriculture, what is to be 
produced in Great Britain and on what terms; it determines what is to 
be imported and on what terms; and, sometimes by acquiring actual 
ownership in the case of basic commodities, it takes full charge of the 
process of feeding the people of Great Britain from the farm and port 
of entry to the table. 

While the Board of Trade does not dominate its field by recourse to 
ownership, as does the Ministry of Food, it exercises a large measure of 
control over the production of the commodities which it is pricing and 
rationing. For example, in the program of furniture rationing and price 
control it is now carrying out, it determines the firms to be licensed 
to make furniture; it establishes precisely the materials and designs to 
be used; it fixes the prices to be charged for the furniture; and it de- 
termines what classes of consumers are to be eligible to purchase the 
furniture. 

In carrying out its program the Ministry of Food, serving a popula- 
tion of approximately 45 million, employs a paid staff which has re- 
cently ranged in number from 39,000 to 46,000 (to handle peak loads). 
The 41,000 employees in December, 1942, were divided roughly be- 
tween 7,000 in the national headquarters (located for the most part at 
Colwyn Bay on the coast of Wales, 250 miles from London), 4,000 on 
the staffs of 18 field divisions and 30,000 in approximately 1,400 Local 
Food Offices which are also served by about the same number of Local 
Food Control Committees, typically composed of 15 volunteer mem- 
bers each. The Board of Trade has a far smaller organization numeri- 
cally and is much less decentralized in its operations. 

Both the Ministry of Food and the Board of Trade have extended 
their organizations by enlisting extensively the codperation of business 
and industrial groups. It is explicitly the policy of the Ministry of 
Food to “maintain existing channels of trade” and in pursuance of 
this policy the Ministry of Food has warped many existing agencies, 
which were doing business on private account, into its program to 
operate on its account and has also set up new organizations drawn 
rom the trade to do the same thing. The Board of Trade utilizes com- 
mittees drawn from the trade and industry extensively in developing 
many of its programs. 

It is perhaps usefully descriptive to say that in Great Britain the 
problem of controlling the civilian wartime economy has been cut in 
vertical segments while, in the United States, it has for the most part 
been cut in horizontal (or “functional”) segments. The Ministry of 
Food does a job which, in the United States, would be shared, among 
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others, by the Department of Agriculture, War Production Board, the 
Board of Economic Warfare, the Office of Price Administration, ang 
the Office of Defense Transportation. The Board of Trade does a job 
which cuts across duties now shared for the most part by the War 
Production Board and the Office of Price Administration. 

On brief acquaintance, it is very easy to misgauge the significance of 
the vertical organization in Great Britain as opposed to the horizontal 
organization in the United States. When I called it to the attention of 
those working in the British agencies, they were quick to envisage the 
advantages which horizontal organization would provide in the way of 
coordination. Perhaps because of a peculiar awareness of the difficul- 
ties inherent in the horizontal organization, I was supersensitive to the 
advantages to be gained from the British type of organization. 

In any event, I did observe that responsible officials of the Ministry 
of Food as well as of the Board of Trade feel themselves to be working 
on an integrated job directed to a clear-cut objective, and for which 
they consequently feel a corresponding responsibility. In the case of 
the Ministry of Food, the job is conceived to be that of seeing that 
the people of Great Britain are properly nourished in wartime and that 
arrangements are made to see that this is done regardless of invasion 
or any of the other terrors which Great Britain has faced. In the case 
of the Board of Trade, the job—while more diffuse since it involves a 
greater range of products—is, in its most important aspect, that of see- 
ing that the people of Great Britain are adequately clothed and their 
households adequately equipped in wartime. In both cases, getting the 
job done with a minimum of labor and materials is a basic objective. 

Concentration on these objectives has, of course, been stimulated 
by the clearly understandable urgency of attaining them. With England 
importing two-thirds of its food at the outbreak of the war, no one who 
was conscious needed to be convinced of the immediate wartime u- 
gency of the job of feeding the population adequately. In the case of 
other consumer goods, acute supply problems emerged much more 
slowly but a series of orders limiting civilian supplies had, by Decem- 
ber, 1940, generally cut such civilian supplies by two-thirds and thereby 
dramatically emphasized such problems as those of providing adequate 
clothing for the people of Great Britain in wartime. 

Both the Ministry of Food and the Board of Trade have unified pro- 
grams of production as well as distribution to meet the wartime rt 
quirements of consumers’ goods to which they minister. Thus, the 
Ministry of Food not only works out the plans which govern the pro- 
vision of the basic supplies of food but also carries out elaborate 
arrangements to see that these supplies reach the places they are most 
needed to meet the requirements of wartime nutrition. For example, 
addition to providing the basic ration for all people, the Ministry chan- 
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nels such products as milk, eggs, dried eggs, and oranges—the latter 
reserved almost entirely for children—to those who have special needs 
jor them. Likewise, by the development of British wartime restaurants, 
industrial canteens, and numerous other special food distribution sys- 
tems, it attacks the problem of seeing that those with special nutritional 
requirements receive the food to meet them, often regardless of their 
capacity to pay. Through Food Advice Centers and other educational 
arrangements, the Food Ministry strives to see that the best nutritional 
yse is made of the food available. As part of its job it has going forward 
at all times studies to disclose: (1) the adequacy of the money incomes 
to buy satisfactory foods; (2) a knowledge of food requirements; (3) 
the availability of shopping facilities; and (4) the adequacy of home 
arrangements in terms of home equipment, time for food preparation, 
etc. And, most important, the Food Ministry shapes its plans for food 
distribution and education in handling food in accordance with the 
disclosures made by these studies. 

Largely because it lacks the field organization to handle the adminis- 
trative burdens involved, the Board of Trade has done less to direct 
its programs to special group needs. However, its “utility” products 
program—which will be dealt with later—is specifically directed to 
the problem of seeing that people with limited means secure clothing, 
shoes, and other important consumers’ goods of good quality at prices 
within their means. Also, it has recently provided that the sale of 
utility furniture, the only furniture which will be produced in England 
for the balance of the war, is to be limited to those with special needs— 
at the outset, those who have been bombed out or who are newly wed 
and setting up housekeeping. 

Among the numerous people to whom I talked in the Board of Trade 
and the Ministry of Food, there was a definite feeling that the wartime 
arrangements being made to see that the people are properly nourished 
and as well clothed as the available supplies and their income will per- 
mit, will long out-last the war. At any rate, that they constitute major 
sinews of war is attested by the following quotation, picked up by 
chance in glancing over the Liverpool Echo, which could be duplicated 
many times in Great Britain today: “Before the war we talked about 
prosperity and the abundant life. There was more unemployment than 
prosperity for the masses throughout the world, and blunder was piled 
on blunder. Now that we are planning for scarcity and reducing the 
consumption of non-essential goods, the people as a whole are better 
led. There is less poverty and nobody goes short.” 


II 


Just as it is impossible to determine precisely, at least on brief 
acquaintance, what the vertical structure of control of the British war- 
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(June 043) 
time economy has to do with its notable unity of purpose and effort, s a cut 
it is not possible to determine the significance of the extensive collabora. in En 
tion with the business and industrial community. Numerous officials MM pusin 
in the Ministry of Food told me that it would have been quite impossible HM pent: 
for them to carry out the job they have done without their extended HMM cari 
reliance on the going business and industrial organization, a reliance HB comn 


which most of those with whom I talked felt had proved well placed, HM the | 
On the other hand, one of the chief officials of the Ministry of Foo and | 
remarked that through the formation of special corporations and as. HE what 
sociations to work in the Ministry, “We are creating trusts right and 
left.”” Quite independently three officers of the Ministry asked {o; 


literature on our antitrust laws for post-war reference. In 

Extensive wartime collaboration between government and busines and 
in Great Britain is facilitated by the fact that for some years prior to woul 
the war there had been a government which would have found such Engl 
collaboration natural and congenial. And, of course, the hail of bombs part 
on England has, by its terrible extent of devastation, tended to ob- prov 
literate what might normally be prejudices against collaboration be- The 
tween government and business. In any event, I gained the impression and 
that there was a definite relationship between the large degree of velo 
collaboration by the Ministry of Food and private business and the how 
tolerance accorded to the Ministry in developing what, even in war- in ( 
time, might be regarded as revolutionary programs of food distribu- T 
tion and nutrition. By inviting extensive business collaboration it has, the 
I suspect, created an atmosphere of good will and comity in which it is pos 
possible to go ahead with programs which otherwise would be attended ver 
by debilitating if not completely successful opposition. Also I gained be ¢ 
the impression that the dangers of having such extensive collaboration adn 
result in a perversion of public power to private gain had been miti- sup 
gated by the clarity with which programs to govern it had been formu- rele 
lated. the 

Apparently, when the Ministry of Food is convinced that conditions cou 
imposed by war are such that its announced policy of maintaining er one 
isting lines of trade must be abandoned even in a major area, it does red 
not hesitate to abandon that policy. For example, its reorganization 0! wit 
milk distribution in England involves a fundamental overhauling 0! . 
existing lines of trade; but I heard no formidable lament from the trade nes 
on that score though my ears were cocked for it. One reason, I am sure, bor 
is that the price arrangements adopted are, for the nonce at least, the 
generous to the trade. A friend of mine who works as an economist at cat 
Oxford University put it in these vulgar terms: “Ordinarily there the 
so much waste in the distribution of milk that when it is reorganized be 
along mildly sensible lines, there is plenty of swag for everyone to g¢! bu 


a 
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rt, so MME, cut and still save money.” Also, in general, the price control policy 
bora- fj) England—to which I shall come later—has attractive features for 
ficial HB business. However, it still seems probable that one reason why a funda- 
‘sible HP mental reorganization such as that involved in milk distribution can be 


nded 
lance 
aced, 


carried out without a knock-down and drag-out fight with the business 
community is that this community was in large measure brought into 
the business of working out effective wartime controls at the outset 


Food and hence has a share in it, thus putting a damper on complaint about 
d as. what is done. 

and 

for Il 


In Great Britain rationing and price control are now so much part 
and parcel of the same process that to talk about them separately 
would seem to most people engaged in administering the controls in 
England about as salubrious as separating Siamese twins. An essential 
part of the business of successful rationing is recognized to be the 


iness 
or to 
such 
mbs 


ob- provision of the rationed commodities or services at reasonable prices. 
be- They would treat as accidental and transitory the fact that rationing 
Sion and price control in the United States have thus far tended to be de- 
> ol veloped largely as independent activities. For purposes of convenience, 
the however, I shall make my observations on price control and rationing 
at in Great Britain in sequence. 

bu- The rationing authorities in Great Britain would recognize as basic 
1as, the same purpose which has been assigned thus far as a primary pur- 
t is pose of rationing in the United States, that is, the fair distribution of 
ded very scarce commodities and services. In addition, however, they would 
ned be guided by the proposition that a major purpose of successful wartime 


administration, in which rationing plays a key part, is that of making 
supplies for civilians as scarce as they can safely be made in order to 
release man power, resources, and materials for direct war work. Thus 
the economist who had perhaps the largest share in devising the British 
coupon clothing rationing system made it perfectly clear to me that 
one of the key interests shared by him and his colleagues is that of 
reducing the supplies of civilian clothing to the minimum consistent 
with good health and morale. 

“Do you realize,” he said to me with eyes gleaming with covetous- 
hess, “that if we can save one of the 60 coupons in our clothing ration 
book from being spent, it will be possible to release 8,000 workers for 
the war?” That great headway has been made along this line is indi- 
cated by the fact that in the civilian clothing industry in England today 
there are now only 185,000 workers as compared to 420,000 workers 
before the war. That my economist friend is seriously devoted to the 
business of making further reductions is attested by the fact that when 
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I talked with him he was wearing a suit which had been turned inside 
out, for the most part to make it wear longer, and was wearing 1 
socks at all in spite of the fact that into his unheated office, its iron 
window frames sprung by a bomb explosion across the street, air cole 
to about 45 degrees was pouring almost without restraint. 

I received another striking bit of evidence of this desire on the part 
of the rationing authorities to do everything possible to release labo; 
for the war in discussing the “utility” crockery program of the Board 
of Trade. When told that the crockery would all be plain white I pro. 
tested that in the drab, dark wartime environment of England, ac. 
centuated by the blackouts, it seemed to me only fair to add at least 
a dash of some bright color to the crockery. Rather sternly the Director 
of the Division in the Board of Trade in charge of this » rogram re. 
marked, “Don’t you see that if the crockery is all plain white, people 
can be persuaded to buy single pieces instead of sets and thus make 
possible the release of labor for the war?” 

The techniques of rationing in England are well covered by lucid 
publications of the rationing agencies, particularly by the Ministry of 
Food pamphlet on Rationing in the United Kingdom and for clothing, 
the Board of Trade’s 1943 Clothing Quiz. Hence, I shall not deal ex- 
tensively with these techniques here. 

The point system of rationing which is used for clothing and certain 
foods supplemental to the basic food ration is generally recognized as 
introducing into the economic life of Great Britain something in the 
nature of a new currency, having social, political, and economic impli- 
cations which are not likely to vanish at the close of the war. For large 
segments of the population, points are harder to come by than money. 
I was told at the Board of Trade that clothing coupons have had an 
average black market price ranging from approximately 20 cents to 
50 cents a piece, and have frequently sold for much more. This is 4 
further indication of the enterprise of the Board of Trade in making 
civilian clothing scarce, an enterprise impressively reflected in the 
budget of civilian clothing which counts on men replacing their over- 
coats once in about every nine or ten years and getting a new suit about 
every three years. 

To me, one of the most interesting sartorial traits of the British 
people which the clothes rationing program disclosed was that, put on 
a tight ration, they purchased clothes to dress themselves from the 
outside in. After clothes rationing went into effect, people went ahead 
buying clothes and spending their coupons much as usual. When they 
began to run out of coupons they concentrated on purchasing clothing 
their neighbors could see. The first result was such a falling off in 
purchases of underclothes that some of the factories making these 
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1943] 
products were forced to close and lost their labor forces. The next 
result was shortage of underclothes, which in some cases had not been 


overcome a year later. 
Contrasted with points rationing, the rationing of meat, bacon, but- 


ter, cheese, sugar, and a few other basic food products is governed 


Part by arrangements whereby consumers are tied to their retailers by 
labor registration with them and cannot purchase from another retailer. This 
joard resulted in an elimination of retail competition and often, I was told, 
Pro- a deterioration of service which has been restored in substantial meas- 
» a- ure by the introduction of points rationing for a large variety of 
least products, including conspicuously those sent to Great Britain on Lend- 
ctor Lease. Currently each consumer receives an allowance of 20 points 
ded per month to be spent at any store he chooses. The points are ad- 
ople justed upward and downward, depending upon the supply and demand 
ake of foods sold on points and with results which I found quite odd. For 

example, to obtain a pound can of salmon (known during the last war 
ucid by soldiers contemptuous of it as gold fish) requires 32 points—an 
ya individual point allowance for more than a month and a half—while a 
ing, pound of American sausage meat, an exotic product for most consum- 
val ers in England, can now be had by giving up only 7 points. 

In discussing rationing problems with those trying to solve them in 
an Great Britain, I was frequently told emphatically that the British peo- 
| as ple are so constituted that they will stand almost any degree of ration- 
the ing if they are convinced that everyone is being treated equally, but 
li. that they decisively resent any arrangement which smacks of discrim- 
rge ination. No one was able to bring forward a plan for the rationing of 
ey. fuel—which has been desperately short in Great Britain—which would 
a not involve much more fuel for the man in the big house than the man 
to in the small house. Fear that it would be extremely difficult to make 


such a differential rationing system palatable to the British people was, 
I was told, one reason for the continued failure to ration fuel in spite 
of the great necessity to do so. Another reason that was emphasized was 
that the British people would find it difficult to understand how their 
country, which has been a great producer and exporter of coal, had 
managed to fail to get the coal out of the ground. Public understanding 
of its necessity and fairness was consistently emphasized as a key 
requisite of a successful rationing program. 

Among the people on the receiving end of rationing in Great Britain 
with whom I talked, I found a general understanding of the fact that 
rationing serves the constructive purposes of seeing that scarce com- 
modities are much more fairly distributed than they otherwise would 
be. This I took to be due in part to effective propaganda on the part 
oi the rationing agencies and also to practical demonstrations of the 


ng 
he 
[- 
ul 
yn 
d 
y 
nN 


272 THE AMERICAN ECONOMIC REVIEW [June Me 1945] 
senta 
this | 
abou 
exter 
const 


proposition, one of which was in the process of being made while I wa; 
in Great Britain. The Ministry of Food had recently gone to wha 
might well have been argued to be an inordinate amount of trouble ip 
printing and distributing a special ration document for the rationing of 
candy, the individual ration of which was one pound or less per month, 
However, prior to the rationing of candy, I was told that the only candy 
in sight in confectioners’ shops had been an occasional motheaten square 
of chocolate or a forlorn lollipop and that almost all of a very sub. Ie {"¢ 
stantial candy business had been done behind or under the counter with 
especially favored customers. With the introduction of rationing which 
assured equal shares, candy came back into show cases and on to the 
counters, and trade was conducted on an equal basis all around. Even try | 
if the resulting ration of candy had been only 4 ounces per month | 
suspect that the educational demonstration of the constructive force 
of rationing in securing a fair deal for all consumers would have been 
worth the wear and tear involved in introducing the system. 

In accounting for and explaining their programs to consumers, both 
the Ministry of Food and the Board of Trade make extensive use of 
newspaper advertising. With the metropolitan papers customarily re- 
duced to four pages, and their advertisements generally occupying 
about one-eighth of the page, often on the front page, they are enabled 
to attract most newspaper readers to their announcements. By being 
carried as paid advertisements the material is arranged precisely as 
they wish it arranged. The Ministry of Food also has radio time at a 
fixed hour regularly assigned to it. In shaping their programs, both 
the Ministry of Food and the Board of Trade also conduct extensive 
surveys of the impact of their programs to discover how they are 
meeting consumer needs. In such studies they have utilized survey 
organizations run by private advertising agencies as well as those con- 
ducted by the government departments—notably the Wartime Social 
Survey of the Ministry of Information. By the combined use of such 
resources to guide their dealings with the consuming public, both the 
Ministry of Food and the Board of Trade appear to be extraordinarily 
well equipped with eyes and ears. 

In one important aspect of the administration of their rationing pro- 
grams, the Ministry of Food and the Board of Trade follow diamett- 
cally opposed policies. It is the explicit policy of the Board of Trade 
to do everything it possibly can to meet the claims upon the supplies 
which it is distributing by making an appropriate allowance of ration 
coupons. “Nothing off the ration,” was the way the policy was phrased 
to me at the Board of Trade. The Ministry of Food, on the other hand, 
has a very large array of food distribution schemes in addition to those 
encompassed by its basic ration and point systems. Though the repre 
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sentatives of these two agencies had not been speculating much about 
his contrast in policy, I think that as a result of numerous queries 
about it I discovered the reason for it. The Ministry of Food has an 
extensive and experienced field staff of about 30,000 at work in all 
consequential population centers. The planning of the work of this 
zaff and much of the recruiting had been made before the war with 
the result that it was possible to expand it from 350 to 25,000 within 
three days after the outbreak of the war. In contrast, the Board of 
Trade has no local staff and has to rely on other agencies for local 
administration. The result is that its ration system can work success- 
fully only if it is conducted on a very simple basis, whereas the Minis- 
try of Food can, by reliance upon its local staff, carry out programs 
requiring elaborate administration. “Funny Feeders,” as its irreverent 
employees designate vegetarians, Hindus, and others who depart from 
standard rations, are no terror to the Ministry of Food. It has the staff 
to cope effectively with the problem presented. 

One reason for the truly decentralized character of the Food Min- 
istry is that it was designed to be ready to carry on the feeding of the 
people of England even if any division of the Ministry or the national 
headquarters, itself, should be cut off by invasion or obliterated by 
bombing. Because of invasion possibilities as differentiated from what 
it terms “normal war,” it has been necessary to create great food 
stores throughout the country. Though I obtained no specific infor- 
mation, I assume that its problems of meeting distribution require- 
ments are simplified by the presence of these stores. If invasion—which 
currently seems a remote possibility—does not eventuate, some public 
functionary in Great Britain will no doubt be drawn and quartered 
ior having built up excessive supplies of food; another turn of events 
might lead to at least a knighthood. The difference in the degree of 
decentralization of the operation of the Ministry of Food and the 
Board of Trade is, I am sure, also to be accounted for by the presence 
of a strong local organization in the one instance, and the absence of 
such organization in the other. 


IV 


In contrast to our over-all program of price control, the program in 
Great Britain is selective. This appears to be less the result of advance 
planning than the result of decidedly different tempos at which the 
Food Ministry and the Board of Trade went into action on the price 
ront at the outbreak of the war. In September, 1939, less than a week 
alter the declaration of war, the Food Ministry had fixed the prices of 
anumber of important products. It continued to expand its price con- 
trol and it now covers almost all foods of any importance, with the 
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exception of certain fresh fruits and vegetables which seem to have an 
almost universal capacity to defy effective price fixing. 

While the Board of Trade had emergency powers which, used with 
equal dispatch and boldness, would have permitted it to fix prices other 
than foods generally, it was for a long period after the outbreak of th 
war dominated by a business-as-usual attitude. In dealing with prices 
it relied primarily on an act (The Prices of Goods act, 1939) which, 
while undertaking to limit profits, permitted upward adjustment jy 
prices to meet increased costs and hence accommodated very larg 
price increases. It was not until 1941, with passage of the Goods and 
Services act, that the Board of Trade acquired the specific legislation 
giving it real price fixing authority. However, the record seems to 
indicate that it was not legislation which it lacked—for I found it 
agreed that it could have relied upon the same emergency power 
which the Ministry of Food used—but the will to act. 

The resulting pattern of price movements was one in which many 
food prices were held down by regulation and subsidy, others were 
retarded in their upward course by persuasion, which the Central Price 
Control Committee of the Board of Trade appears to have employed 
to considerable effect, and others soared unimpeded. The pattern is in- 
dicated by the following table which shows the changes in the different 
groups of prices embodied in the British cost of living index between 
the first of September, 1939, and November 1, 1942: 


Food + 18 
Rent + ! 
Clothing + 85 
Fuel and Light + 32 
Other Items + 49 


All Items + 29 


When the weights it assigns to the various groups of prices are taken 
into account, the index of the cost of living for the same period— 
between September, 1939, and October, 1942—comes out at 129 and 
thus is on the safe side by one point in fulfilling the price stabilization 
policy of His Majesty’s government. This policy was proclaimed by 
the Chancellor of the Exchequer in introducing his budget for 194!- 
1942: “I propose to continue and extend the policy of stabilization 
an endeavor to prevent any further rise of the cost-of-living index 
number, apart from minor seasonal changes, above the present range 
of 125-130 in terms of the pre-war level.” 

In the sectors which they occupy the price control agencies of Grea! 
Britain often proceed to hold prices down in an extraordinarily vigorous 
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and forthright manner. For example, the Ministry of Food is currently 
spending upward of $500,000,000 annually on food subsidies. It is 
doing this in pursuance of the decision of the War Cabinet, reached on 
August 19, 1940, that “The price of essential foods shall be kept down 
by a subsidy in order to secure cheap food, and restrain the rise in the 
cost-of-living index and to prevent wages rising. The relative pressure 
upon the Treasury from expenditure on food subsidies and from the 
demand of increased charges and allowances shall be the subject of 
constant review.” 

In Great Britain wage contracts covering several million workers 
provide for automatic adjustments to conform with movements of the 
cost-of-living index. (The index is not necessarily the same thing as the 
cost of living because it is built upon a 1904-08 pattern of expenditure. ) 
Thus subsidies which serve to hold down food prices, and hence the 
cost-of-living index, become a direct means of stabilizing wages, and 
gain political glamour in conservative quarters accordingly. At any 
rate I heard of no cases of apoplexy in Colonel Blimp’s set because of 
the large subsidy expenditures. This is also due in part, of course, to 
the fact that the subsidy has a pre-war history in Great Britain as an 
instrument to effectuate certain economic policies which cannot other- 
wise be as neatly carried out. 

Also illustrative of forthright action to get prices down is the ar- 
rangement recently made by the Board of Trade to have the purchase 
tax (6624 per cent on luxury clothing and 33% per cent on plain cloth- 
ing) removed from utility clothing. The resulting price reduction, 
coupled with reductions made possible by concentration of production 
on relatively few simplified models, has, I was told, made it possible 
to buy a number of kinds of utility clothing at not more than 50 per 
cent of the price of comparable non-utility clothing. Opportunities to 
make savings of this magnitude have enlisted enthusiastic consumer 
support for the utility clothing program which now accounts for about 
80 per cent of British clothing production. Cloth and clothing manu- 
lacturers who produce for the program are protected both in securing 
their materials and holding their labor forces against the continuous 
and searching drive to divert every possible worker to the war effort. 
These great advantages, coupled with the fact that the prices fixed for 
utility clothing allow both manufacturers and distributors a relatively 
comfortable profit, contribute to making the utility clothing scheme a 
smoothly working operation ali along the line. 

In sketching the broad outlines of the utility program recently the 
president of the Board of Trade remarked: “ ‘Utility’ does not mean 
soulless standardization. It means a range of goods sufficiently clearly 
defined for their prices to be fixed, designed to meet essential needs in 
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a sensible way and produced in the most economical manner possible.” 

T he definition of “utility articles” being used at the Board of Trad 
during my visits there is that they are “articles which are defined 
within more or less narrow limits by minimum specifications, ¢.g., of 
the nature or quantity of material used, or size or weight, or of method 


of construction, have maximum pri Thi 
prices and normally bear a Statutory bil 
In the case of clothing where the utility program has been most fully bee 
developed the regulations of the Board of Trade set down, with spiaty - 
varying degrees of precision, the minimum specification to be met by ‘ iS 
a prescribed range of utility cloths and clothing, and the maximum em 
prices in money terms which may be charged for them at all levels of “en 
manufacture and distribution. The specifications of utility clothing are “ - 
in addition to the general “austerity” regulations which do much the eh 
same thing in eliminating pockets, trousers cuffs, etc., as is done in # re 
the United States by War Production Board simplification orders. They ~ i 
specify more closely the composition of fabrics and the making up of : “ig 
clothing and, as is hoped to be true of utility products generally, they ne 
embody “the best prevailing commercial practice” rather than new id 
departures in structure. Prices are set to bring utility products within oe 
the range of people of limited means. In requesting the British Stand- ey 
ards Institution to assist it in developing specifications for certain types pes 
of cloth and clothing, the Board of Trade said they should be governed si th 
by the purpose to provide a good ration coupon value for people with dry | 
weekly incomes up to $24. abou 
This is the background for the request to provide such ration coupon expel 
values. Early in the war, as the most immediately feasible means of pa 
releasing labor and materials for direct war purposes, limitations were fe 
placed upon the supplies of civilian clothing which could be manu- nicl 
factured and sold. These limitations upon supplies resulted in many licht 
cloth and clothing producing establishments and their crews being em- “0 
ployed only part-time, and a consequent tendency on their part to on t 
concentrate on the more expensive, labor absorbing and long profit fact 
lines of goods. Early in 1941 a program was launched to arrange pro- W] 
duction so that a limited number of plants and their crews then work- pric 
ing part-time would be occupied full time while others in the same us 
position could be released for war work. The public discussion of this olif 
industrial concentration program took a form suggesting further cur- con 
tailment of clothing production which those in charge feared might lead fere 
to a run of panic clothing buying. In order to avert this danger and tor 
distribute equitably very greatly reduced clothing supplies, clothing nes 
rationing was inaugurated in June, 1941. However, on account of the tha 


previous concentration of manufacturers on high price lines, the ration- 
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UN 

ing authorities were immediately confronted by the problem of making 
le.” BMF ood on their coupons with clothing of good quality within the reach 
ade of the mass of consumers. It was to solve this problem, as well as to 
ned relate prices properly to quality, and, if possible, continue to help in 


the process of releasing labor for war by more economical production 
that the utility program was inaugurated. 

While, in discussing the utility program, the president of the Board 
of Trade, Mr. Dalton, sternly remarked, “There is no room for the 
production of ornaments and knickknacks, of frills and fripperies 
we must concentrate on essentials,” there is nothing in the utility 
dothing program that is inconsistent with the production of very good 
looking as well as serviceable models. I attended a style show of utility 
models of women’s coats, suits, and dresses at a London department 
store upon which the handiwork of Great Britain’s leading designers, 
including the dressmaker to the Queen, had been employed with a 
resulting grace and simplicity of line which it has been customary for 
individual consumers to spend lots of money to obtain. 

In addition to clothing, the utility products program has been, or is 
in the process of being extended to boots and shoes, a variety of house- 
hold textiles, pottery, and glass wear, pots and pans, mattresses, furni- 
ture, umbrellas, cutlery, pencils, mechanical lighters, wedding rings, 
and suitcases. The reason for designing a utility wedding ring—called 
standard instead of utility because of the dubious implications of utility 
in this connection—was that by limitation of supplies orders the jew- 
elry business had been so largely closed down that it was evident that 
about the only wedding rings available would be both elaborate and 
expensive. In the almost complete absence of matches in England, the 
prices of mechanical lighters had attained almost astronomical heights. 
Consequently, the Board of Trade, making one of a number of what 
might seem odd excursions in its utility program, specified a simple 
lighter at a relatively low price. 

One of the most interesting reactions to the utility products program 
on the part of producers subjected to it came from a clothing manu- 
lacturer who emphasized its steadying effect upon his labor force. 
“When we produce ‘utility, ” he remarked, “the workers know that 
prices are closely controlled and that there are no big profits in it for 
us. That gives them a confidence in the operation which greatly sim- 
plifies our labor problems.” When I suggested that whether or not a 
company made large profits really did not seem to make much dif- 
lerence because such profits would be captured by the excess profits 
tax, he said that the workers were a bit skeptical about the thorough- 
ness with which the “E. P. T.” reaches excess profits; and he remarked 
that he thought the skepticism had some foundation. In other quarters 
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concerned with price fixing, I found no inclination to regard the EXCess 
profits tax as a satisfactory mop to wipe up the consequences, in terms 
of high profits, of sloppy price fixing. “It does not really do the job.” 
one of the principal Food Ministry officials in charge of its price fixing 
remarked, “and besides, it is an affront to good craftsmanship to be 
forced to rely on it.” 


In an effort to relate fixed prices as closely as possible to varying 
costs of production, and thus avoid reliance upon the “E. P. T.” t 
absorb the profits of low cost producers, the Board of Trade has in at 
least one instance set three different prices for the same product to 
apply to three different sets of manufacturers with markedly different 
costs. The product, crockery, is so scarce, I was told, that consumers 
do not mind having to pay different prices for precisely the same items, 
while this arrangement prevents very low cost producers from making 
large profits as they would if allowed a price high enough to permit 
the high cost producers to keep going. Also, for the purpose of pre- 
venting low cost producers of utility products from making excess 
profits while charging prices fixed high enough to permit high cost 
producers to operate, the Board of Trade prescribes maximum profit 
margins for those engaged in producing utility products, as well as 
maximum money prices for the products in question. In no event may 
the maximum money prices, known as overriding prices, be exceeded, 
but they must be lowered if they yield returns in excess of the maximum 
profit margins allowed. Both the Board of Trade and the Food Min- 
istry follow this same general idea in other aspects of their price fixing 
operations. 


V 


At present the volume of dry goods trade at retail in Great Britain 
is approximately 50 per cent of what it was before the war. However, 
as a result of leaving certain prices uncontrolled and others only par- 
tially controlled, the money volume of this trade is about the same as 
it was before the war. As a result of bombing, there are far fewer re- 
tail stores to share the trade than there were before the war and hence 
“business is quite good.” This fact militates against any scheme of 
concentration of retail trade in Great Britain beyond the haphazard 
scheme provided by bombs. It also contributes to an acceptance by 
trade groups of the control of the wartime economy program in Great 
Britain. 

By allowing prices of some products—particularly those of luxuries 
—to soar unimpeded, a sponge of sorts is provided to sop up excess 
purchasing power which characterizes the British economy as it does 
our own. In introducing his 1941-1942 budget, the Chancellor of the 
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Exchequer estimated that the people of Great Britain would have in- 
comes, after deducting prospective savings and taxes, of more than 
? billion dollars in excess of the value of goods then available for 
purchasing. Measures of taxation, price control, and rationing were 
introduced to cope with this inflationary threat. 

On several occasions during my visit to Great Britain, I sat on the 
side lines while experts on the true nature of inflation and the forces 
creating it ferociously differed as to whether or not dangerous inflation 
is encouraged or hindered by leaving the prices of relatively unim- 
portant goods, particularly luxuries, to seek their own altitude and lick 
up purchasing power in the process. I personally formed a definite 
opinion on the issue but instead of reciting it here and thus, no doubt, 
drawing withering fire from one school of inflation experts, I content 
myself by noting that Great Britain has had experience which, closely 
studied, would illuminate decidedly the problem of selecting the best 
methods of combating dangerous inflation. 

If the issue is stated as over-all vs. selective price control it makes 
it easier to choose up sides and have an intellectual slugging match. 
Actually, however, the real issue is likely to be a little bit more of one 
and a little bit less of the other. Likewise, in the matter of organization 
for the control of the wartime economy there is not a chance at this 
juncture of choosing between a vertical or horizontal pattern or com- 
pletely shifting from one to the other. But there are chances to make 
limited shifts in one direction or the other, as the evidence indicates 
one scheme or the other works better in dealing with a particular range 
of problems. If the problem of controlling the wartime economy in the 
United States is viewed in these fractional dimensions I am sure that 
we have a great deal to learn from Great Britain about organization, 
rationing, and price control in spite of the fact that “Great Britain 
is an island,” and in spite of the fact that on Victoria street in London, 
only a few hundred yards from the Houses of Parliament, I saw two 
mallard ducks and a sea gull disporting themselves in a pool made by 
filing the basement of a bomb-blasted building with water, for possible 
use in case of more bombs and fires—a scene I pray it will not be 
possible to see adjacent to the Capitol. 


VI 


Of course, scenes such as this and far uglier scenes of bomb devasta- 
ion on a magnitude, particularly in the cities outside of London, of 
which I had not had the slightest appreciation make their unique con- 
tribution to securing general acceptance of rationing and price control 
measures. Also, the British rationing and price control authorities have 
in most instances had over three years in which to straighten kinks out 
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of their programs and adapt them effectively to the forces with which 
they are contending. Over this period, they have experienced marked 
ups and downs of popular acceptance. Over the past year or so, the Mip. 
istry of Food has risen from a marked low in popularity to a point 
where a number of seemingly discerning people told me that they 
thought Lord Woolten, head of the Ministry of Food, is probably the 
most popular leader in the British government today. 

For the rise in popularity of the Ministry of Food, its access to 
Lend-Lease foods for distribution in England has surely had a con- 
siderable measure of responsibility. Also, no doubt the sale of these 
foods as well as many others on a popular points system helped. How- 
ever, I found it instructive and not a little ironic that both the Ministry 
of Food and the Board of Trade were enjoying a marked measure of 
public esteem during my time in Great Britain while many of those 
working in both agencies were careful to emphasize in conversation 
with me that they were not trying to do a perfect job. An official of the 
Board of Trade, who was recommended to me as one of its most skillful 
administrators, remarked, “If we can get through 60 per cent of the 
work we are satisfied.” Probably he was indulging himself in char- 
acteristic British understatement. But at both the Ministry of Food 
and the Board of Trade I received and had reiterated to me the advice, 
“Don’t try to do a perfect job. Trying to get perfect answers for the 
last 10 per cent of the problem is likely to involve you in such great 
complications that the whole job may be bogged down.” The same 
general point of view is reflected in the decision of the Board of Trade, 
reported to me by the chairman of its Regional Price Control Commit- 
tee at Reading, who was also professor of law at University College, 
Oxford, not to seek the perfection of legal craftsmanship in its regu- 
lations but to temper craftsmanship to the compelling necessity of se- 
curing understanding and acceptance as a rough and ready wartime 
job by traders and consumers. I am sure that if I had pressed the 
point, I would have been told paradoxically that one reason the British 
price control and rationing authorities are doing as well as they are is 
that they are not striving for perfection. 

It occurred to me that another possible contributor to their success- 
ful operations might be the care with which they had made provision 
for general staff work and effective liaison between departments and 
agencies. In the Ministry of Food, for example, all of the orders to be 
issued are cleared through an Orders Committee, so set up that key 
questions to policy are brought into focus before a group with power 
to deal with them effectively on an agency-wide basis. In the Board of 
Trade I found such arrangements as that of having the Director of 
Consumer Surveys sit with the production officials and make the knowl- 
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rhich ise disclosed by these surveys a decisive part of the material to be 
tked sd in shaping production and rationing plans. Although I had no 


rtunity to examine them closely, it seemed to me that through 
ievices such as these the agencies engaged in rationing and price con- 
ol activities are relatively well geared both for planning their pro- 
; and then plowing back into them experience which can be used 


” in in perfecting : them. In both the Board of Trade and the Food Ministry 
5 to I found administrative set-ups which seemed to invite trouble by being 
io. sgvravatingly overlapping or illogical or both, but some way of making 
ese them work seemed to have been discovered. 

W- Liaison within and between rationing and price control agencies in 
try Great Britain is, I was told, simplified by the fact that the relatively 
of mall permanent civil service group, many of the members of which 
se know one another personally, fans out through these agencies. Also, 
on however, it seemed to me that extraordinary emphasis was placed upon 
he keeping members of the government who would be expected to have an 
ul interest in them informed of important developments. In some instances 
he it seems this involves having as many as 40 or 50 key officials read 
. what is truly a secret document. I assume that such an arrangement 
d may possibly facilitate the work of enemy spies, for which it struck me 


London must be a happy hunting ground, but it also serves to infuse 

e rationing and price control agencies generally with knowledge of 
what of consequence to them is going on in their field. 

In the limited time available to me in Great Britain, there were many 
phases of the price control and rationing programs which occurred to 
me as capable of generating much enlightenment for us but at which it 
was possible for me to take no more than a fleeting glimpse. For ex- 
ample, | wish I might have had the time to explore more fully the 
a tion put to me at the Ministry of Food that in rationing a bottle- 

neck—which I had thought of as an evil sort of thing—is a boon, and, 
in fact, an essential element of a successful rationing program. It gives 
the rationing authority firm command of the product being rationed 
and thus an opportunity to choke off black market operations. In con- 
nection with the latter, a leading enforcement official at the Ministry, 
which conducts about 3,000 prosecutions a month, opened up a very 
interesting line of inquiry by remarking that he believes there is a very 
close relationship between the arms rackei, enemy espionage, and 
eliorts to conduct large-scale dealings in the black market. The defini- 
tion of a black market used by this official was “a market where goods 
illicitly acquired are illegally disposed of.” In connection with prose- 
cutions, I was interested in this same official’s observation that the 
British insistence on equality of treatment is so great that it is im- 
portant to have a pattern of prosecution which hits a fair cross-section 


oint 
hey 

t 


282 THE AMERICAN ECONOMIC REVIEW 


of any community. The fact that penalties inflicted upon people cop. 
victed of black market operations are very heavy also contributes t) 
this attitude. 

Finally, my experience indicates that the members of the staffs of 
the Board of Trade and the Ministry of Food are uniformly eager ty 
give us without stint the benefit of their experience. I found them no 
only willing but eager to talk with me as a friend and colleague x 
almost any hour of the day or night and let me decide when I had had 
enough. One member of the staff of the Board of Trade remarked with 
warmfelt sincerity, “I will gladly give you all of the time you want: for 
if you people can profit by our experience, we will both gain in getting 
ahead with winning the war.” The same attitude was reflected in my 
conversations with trade leaders as well as the common garden variety 
of consumers who helped me in examining a body of experience which, 
skillfully explored can, I am sure, help us enormously in doing our job 
of price control and rationing effectively. 
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IMPERFECT COMPETiTION THEORY AND 
BASING-POINT PROBLEMS 


By J. M. CLark* 


I. Introduction 


This article is directly occasioned by the two articles in the De- 
cember issue of this Review, applying competitive theory to basing- 
point problems." The original purpose was to attempt to clarify certain 
confusions on perfect and imperfect competition, but this led on to 
broader questions of strategy in dealing with the class of cases of 
which basing-point pricing is one example. Mund’s article has an ob- 
vious bearing on the still pending cement case, with which I was 
formerly connected as a consultant on the industry side. This makes it 
improper for me to engage in argument on the issues directly in- 
volved. 1 am concerned to attain greater clarity in economic thinking, 
not to uphold any particular pricing practice. The general character of 
my own views is indicated in previous writings.? There is therefore no 
point in concealing the fact that I disagree with Mund’s central and 
general proposition that regular and habitual freight absorption is 
inherently and always a monopolistic practice within the meaning of 
the antitrust laws, and proof of collusion. The disagreement covers 
certain theoretical ideas used to support this proposition. For the most 
part, any actual argument herein is intended to be confined to this 
limited subject matter. I have tried to limit myself to an effort to make 


*In addition to being a member of the department of economics at Columbia Uni- 
ersity, Professor Clark is serving as a consultant to the Office of Price Administration. 
The views he expresses are his personal opinions. 

'V. A. Mund, “Monopolistic Competition Theory and Public Piice Policy,” Am. Econ. 
Rev., Vol. XXXII (Dec., 1942), pp. 727-43; also “The Application of Economic Analysis 
‘o Anti-Trust Law Policy,” Proceedings, Twentieth Conference of Pacific Coast Econ. 
Assoc., Dec., 1941, pp. 75-81. Cf. also “Prices under Competition and Monopoly,” Quart. 
J ur. of Econ., Vol. 48 (Feb., 1934), pp. 288-303; and “The ‘Freight Allowed’ Method of 
‘nice Quotation,” Quart. Jour. of Econ., Vol. 54 (Feb., 1940), pp. 232-45. 

. A smithies, “Aspects of the Basing-Point System,” Am. Econ. Rev., Vol. XXXII (Dec., 

**), pp. 705-26. Cf. also “Optimum Location in Spatial Competition,” Jour. of Pol. 
Econ., Vol. 49 (June, 1941), pp. 423-40. 

Pg Point Methods of Price Quoting,” Canadian Jour. of Econ. and Pol. Sci., Vol. 


Ret 


V., 1938), pp. 477-89. Also “Toward a Concept of Workable Competition,” Am. Econ. 
Vol. XXX (June, 1940), pp. 241-56; reprinted in Readings in the Social Control of 
‘ry (Philadelphia, Blakiston, 1942), pp. 452-75. Also theoretical portions of Report 

the President by the N.R.A. on the Basing-Point System under the Iron and Steel Code. 
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clearer what the real issues are, and to distinguish them from what ap- 
pear to be false ones. 

This central proposition seems important because, if it should be. 
come the law of the land, in this general form, I believe the result would 
be to outlaw many innocent practices in many industries, put out of 
business numerous producers and traders at particular locations which 
are not necessarily uneconomic, or force an unnecessary and highly 
complicated revision of rail rate structures, or both; probably without 
on balance improving the force and effect of competition. Alternatively. 
if the proposition were sustained as a rule but applied only in selected 
cases, it would be open to the same objection as a five-mile-an-hour 
speed limit. It would also handicap positive revision of trade practices 
by starting with a theory tending to exclude many considerations that 
need to be taken into account in forecasting the probable results of 
proposed changes. 

There are two distinct types of reasoning involved here, illustrated 
by the two articles under immediate consideration. Mund reasons back- 
ward from effects to causes (inverse deduction or diagnosis from symp- 
toms); Smithies reasons forward from causes to results. Both are legiti- 
mate forms of economic reasoning. But in the present application, the 
inverse deduction method may fairly be called legalistic (legal reason- 
ing is also often economic) for two reasons. First, it is suited to de- 
tecting and establishing violations of law, and is necessarily and legiti- 
mately used in this way—subject to the difficulty that it needs to 
establish that illegal conduct is the only kind that could produce the 
observed result. Secondly, in the present instance, the necessity, so 
far as it may exist, of establishing collusion as a preliminary to altering 
the trade practice under attack is a necessity arising from the present 
nature of the law. This is what gives Mund’s type of reasoning its 
peculiar legal importance in dealing with this issue. 

From this arises something uncomfortably like a vicious circle. Mund 
finds that imperfect competition theory is used in rebuttal to the charge 
that freight absorption is inherently collusive; and therefore finds it 
necessary to discredit the theory.* Thereby, if successful, he discredits 
tools of thinking which are necessary to intelligent handling of the 
second and economically more important step of the process: the 
modification of the criticized trade practice with a view to making 
competition work better. He is intent on the lesser bearing of the theory 
and seems to ignore the larger bearing. 

*On this point I am forced to accept the evidence of his article as a whole against his 
closing statement that he is merely attacking this application of the theory. At most he 
appears to think the theory an intellectual exercise with few, if any, applications. >¢ 


Mund, Am. Econ. Rev., Vol. XXXII, p. 743, lines 7-9; and contrast the eight lines pr 
ceding and five lines following; also pp. 740-41. 
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44 


The larger bearing is to indicate the existence of large groups of 
cases in which the important thing is not the issues centering around 
the question of collusion, but a combination of objective conditions and 
trade practices under them, leading to results the desirability of which 
is questioned. The characteristic result is to place the individual seller 
in a situation in which normal business incentives tend toward com- 
petitive pressures which are somewhat indeterminate and may, under 
variant situations, be considerably weaker or stronger than those we 
associate with an ideal state of competition. This strongly suggests the 
need of modifying conventional antitrust-law methods in dealing with 
this class of cases, so as to deal with trade practices in terms of their 
results and to get out of the above-mentioned vicious circle. The essen- 
tial feature of imperfect competition theory would seem to be the 
systematic analysis of the effect of such varying situations on the 
operation of normal business motives. This basic method should be 
distinguished from particular formal statements of doctrine, some of 
which may be questionable. Mund’s theory seems at war, not only 
with specific doctrines, but with this basic type of analysis.* 

Finally, simple or pure theories, whether Mund’s or Chamberlin’s, if 
literally applied, are unsafe guides to the facts of any specific case. In 
order to apply any theory it is necessary: (1) to become as fully aware 
as possible of the conditions it requires for its fulfillment (why it works 
the way it is supposed to work); (2) compare these necessary condi- 
tions with the actual ones; (3) if differences are found, decide what 
difference they are likely to make to the result. Chamberlin’s type of 
theory represents a partial application of this method to the older 
unanalyzed theory which Mund represents—partial in that its theoreti- 
cal cases remain far simpler than reality. Therefore it needs in turn to 
be subjected to the same kind of process in the course of being applied 
to actual cases. In the last analysis the conclusive thing is not any 
theory as such, but an understanding interpretation of the forces actu- 
ally at work in basing-point industries. In this process theories can 
help or mislead, according to how they are used; but they cannot be 
relied on for ready-made answers. 


Il. How the Theoretical Issue Arises 


Assuming, for the sake of argument, that it is desired to alter basing- 
point practices by eliminating freight absorption as a regular practice, 
and assuming that to this end a finding of collusion or monopoly is or 
appears necessary, it is not enough to find specific collusive acts ac- 
companying freight absorption: it is necessary to show that the two 


“This point is developed in Section III, below. 
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are integrally connected. A theory under which freight absorption js 
inherently collusive or monopolistic is an obvious aid. On this basis j 
is entirely natural to classify freight absorption as discrimination ang 
apply to it the well-known theory that discrimination cannot exist yp. 
der competition, but only under monopoly. This Mund does. 

This is a theory to which there is obvious need of applying the 
method of analysis just advocated. This Mund does not do, though in 
an earlier article he supports the theory inductively by examining the 
price structure of lettuce, potatoes, apples, beans and furs, shipped 
from the Puget Sound region (these being taken as competitive). He 
finds that the price structure for these products approximates a ship- 
ping-point-price-plus-freight, in contrast to the structure for certain 
other products, including cement from one of the more isolated plants: 
No inductive evidence is offered that competition between manufac. 
turers tends to a shipping-point-price-plus-freight. Elsewhere he makes 
the theory the all-sufficient ground for rebuttal of the bearing of “over- 
head costs” on price differentiation.* 

If analyzed, this theory appears to rest on the assumption that under 
competition all prices go to the lowest level the producer can in any 
circumstances afford to take; and that if they are such as to yield him 
any more in one part of the market than in another, he will stop 
selling where the yield is lower, preferring to sell the same goods where 
the yield is higher, until by so doing he irons out the discrepancy. A 
phase of the same thought is the contention that, under genuine com- 
petition, base prices would be put so low that freight-absorbing sales 
would be excluded; hence, the existence of freight-absorbing sales is 
held to prove that base prices are above a competitive level. 

Rebuttal for the defense starts with the claim that this doctrine pre- 
supposes a kind of competition for which the necessary conditions do 
not exist in large-scale manufacturing. The case at issue is that of 
standardized products. The theory requires that marginal cost be 
always equal to average cost for every producer, and that at every 
point of production there shall be so many producers that the output 
of one is relatively negligible. It probably requires also that goods be 
sold in the kind of market in which a producer decides what supply to 
offer, places it on a market which operates like a produce exchange, 
sells it for what it will bring; that is, at the price which equates supply 
and demand on the market, and changes his supply policy if the price 


* Mund, Quart. Jour. of Econ., Vol. 48, pp. 288-303. 
*Mund, Proceedings, Pacific Coast Econ. Assoc., Dec., 1941, p. 76, at top of col. 1; 
p. 80, col. 1, last whole paragraph. Cf. Mund, Am. Econ. Rev., Vol. XXXII, p. 742, lines 
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ems too high or too low.’ This is in contrast with the kind of market 
in which manufacturers quote a price, take what orders they can get 
at that price, and change the price if a change appears likely to be ad- 
vantageous. I will call the first the “produce-exchange” type and the 
second the “quoted-price” type. 

Under the conditions above indicated, including the “produce- 
exchange” type of market, if a producer is not selling all his output, he 
has only to ship more of it to some point or points within his non- 
reight-absorbing area and dispose of it there without more than a 
negligible reduction of price. If producers could do that, obviously 
they would not absorb freight to sell at a greater distance. These 
conditions, if completely realized, are those of “perfect” competition 
though “produce-exchange” marketing may be important only if the 
umber of sellers is not unlimited). 

It should be clear that this does not apply to single producers sepa- 
rated from one another by substantial transportation costs, so that 
the only competition they have is from a distance.* In Mund’s inductive 
examples, it was the mutual competition of the Puget Sound sellers 
that kept the prices on an approximate Puget-Sound-plus-freight basis, 
not the competition of producers in distant areas—not Aroostook 
County potato growers, for instance. 

The real problem arises in the case of groups of producers at the 
same shipping point. Here rebuttal for the defense rests on the claim 
that this is a kind of competition in which reduction of the home- 
market price tends to stop at a higher level than the minimum below 
which freight-absorbing sales cease to be profitable: the latter limit 
being that of marginal cost. The conditions which differentiate this case 
from that of Puget Sound potato growers are a limited number of 
producers, selling a standardized product at “quoted prices” rather 
than in the “produce-exchange” type of market, with fixed productive 
capacity and fluctuating demand of limited elasticity, resulting in- 
evitably in marginal cost being less than average cost most of the time. 
: ‘I note that George Stigler in The Theory of Competitive Price (New York, Macmillan, 

12), Pp. 156, appears to select this as the one competitive case: “. . . it can sell any 
amount within its productive capacity at the ruling price.” This same conception of selling 
methods underlies and permeates Mund’s argument: Am. Econ. Rev., Vol. XXXII, pp. 
‘/-28; 731, esp. lines 20-21; and p. 734, esp. last sentence of last whole paragraph. 

* These may be regarded as having a “limited monopoly of location,” which is not a 

ation of the antitrust laws. So far as they follow a normal freight-absorption pattern, 

' “discriminations” operate within the scope of this limited monopoly position; that is, 

are limited by the price at which their customers can get the goods from rivals at a 
stance. To call this illegal seems to imply that it is legal to possess this monopoly (e.g., 

ld a plant at a point where no other exists), but illegal to use the local advantage 


sition thus afforded. It is one thing to claim this ought to be illegal on grounds of 
“onomic policy, and another thing to claim it is illegal as a form of collusion, 
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The resulting situation is one in which the producers are keenly 
aware that open price reductions are sure to be promptly or instantly 
met by their nearby competitors, though not always by the more distan; 
ones. In terms of imperfect-competition theory, the individual demanj 
schedule for price reductions of this sort is flatter than that of a monop. 
oly, but has a substantial slope. This tends to cause open price reductions 
to go below a monopoly level, but stop above the limit of marginal 
cost. If they did go to marginal cost, the industry in general would » 
bankrupt, being unable to cover operating expenses, let alone any 
return on investment. Besides open price reductions, the possibilities 
include chiselling—secret price cutting below the openly-quoted Price, 
subject to a delayed and uncertain likelihood of being discovered an( 
met—and also freight-absorbing sales, which are profitable at any 
mill net down to the limit of marginal cost, so long as they do not 
directly result in precisely offsetting counterinvasions of the first pro- 
ducer’s field. Both lead to the acceptance of reduced mill nets as com- 
pared to the open price prevailing in the home-market area. 

The above is my own summary of the rationale of the situation on 
which the defense relies, and might be left to stand on its own feet. It 
has, however, been described as a variant or adaptation of oligopoly 
theory. It utilizes what may be called the “oligopoly principle” —the 
deterrent effect on price reductions of the expectation that they wil 
be promptly met—but in a setting tending to a different result from 
that of pure oligopoly theory. Mund in re-rebuttal attempts to discredit 
monopolistic competition theory in general, the “oligopoly principle’ 
in particular, and the conclusion that differential mill nets are natural 
in the kind of situation just described, as well as the idea that it is only 
perfect competition that excludes “discrimination.” His argument runs 
on an abstract and rather elusive plane, never getting down to discus- 
sion of the specific distinguishing features of the situation in which 
basing-point pricing arises. 

He finds two features of the Chamberlinian monopolistic-competition 
theory which he is able to turn to account. One is the terminology 
which speaks of a mixture of elements of monopoly in situations whici 
are, by hypothesis, non-collusive. Mund’s reasoning here is somewhat 
obscure. He objects to this terminology, holding that monopoly is never 
innocent in intent, but at the same time he appears to accept the 
Chamberlin terminology as a confession that monopoly exists im his 
sense (which differs from Chamberlin’s); and merely discredits the 
idea that it can happen non-collusively. 

Another point which suits Mund’s argument is the doctrine that non- 
collusive oligopoly leads to the same price that would be set by 4 
monopoly. I have elsewhere briefly indicated reasons for disagreemet' 
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with this absolute doctrine; and in any case it does not apply to the 
mixed state of facts described above as the typical basing-point situ- 
ation.” Mund certainly believes that base prices are set at monopoly 
levels, and may regard the application of the oligopoly theory in the 
light of a confession that this is the case. 

The question we are here pursuing hinges on whether, in the absence 
of collusion, sellers are deterred from openly reducing prices by the 
certainty that the reduction will be met; and if so, whether they are so 
completely deterred as to stop at the monopoly level, or merely de- 
terred from going all the way down to marginal cost. Or if they are 
not so deterred, then would they in the absence of collusion carry their 
reductions down to marginal cost, or stop at some more normal com- 
petitive level? 

Mund answers the first or general question with an expression of 
disbelief in the deterrent effect of expectations that a price reduction 
will be met; and avoids the second or quantitative question.*® Yet 
without some finding on the quantitative questions, the re-rebuttal can 
do no more than create a vague atmosphere of doubt. 

The case for the defense would naturally agree with Mund that in 
the actual situations there are typically some opportunities for tem- 
porary competitive gains in volume of production from initiating a 
price reduction, also elements of personal equation, and “chiselling”’; 
all of which tend to bring prices well below a monopoly level. It would 
claim that prices actually are below a monopoly level. But it would 
deny that they would automatically go low enough to preclude freight 
absorption. In order to do that, they would have to go well below total 
or average cost, down to the level of marginal cost: that is, below a 
workable long-run competitive level. This could be fairly simply shown 
if the basic premise be admitted that it is normal and inevitable for 
marginal cost to be below average cost most of the time. The chief 
answer of the opponents of basing-point pricing is that this implies 
unused capacity, and that it is evidence that prices are above a com- 
petitive level if an industry in this condition earns a satisfactory return. 

Mund finds unrealistic the idea that in such a situation the rationality 
of business men is sufficient to deter them from reducing prices because 
of the prospect that the reduction will be met. Actually, that appears 
to depend on the circumstances and character of the price reduction. 
An open reduction of an f.o.b. mill price by one of a limited group of 
competitors at a given location, or a simultaneous open reduction in 
the delivered prices based on the mill, is so certain to be met by all 

*Clark, Am. Econ. Rev., Vol. XXX, pp. 252-53; or in Readings in the Social Control 
f Industry, pp. 469-70. 

“Mund, Am. Econ. Rev., Vol. XXXII, p. 730, last 15 lines. 
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of the local group and many of the nearer rival producers previously 
selling there that this certainty is in fact taken as axiomatic by such 
producers. The possibility that an extension of A’s freight-absorbing 
sales in B’s territory will provoke an equal extension of freight- 
absorbing sales by B in A’s territory is far less traceable or certain: 
and sellers are not in fact much deterred by this prospect. Each knows 
that, if he stopped absorbing freight, that would have little or no effect 
in causing others to stop making freight-absorbing sales in his area. 
unless demand were pressing against productive capacity. 

Furthermore, sellers in these industries are in fact well aware that 
additional sales secured by freight absorption are profitable at yields 
that would be ruinous if aplied to their entire business. They may not 
think in terms of “marginal cost,” but I have seen them get the same 
result by a more involved method of calculation. And I can certify 
that they are keenly aware of the difference in “marginal net revenue” 
between a price reduction applied to their main volume of business, 
and one limited to the new business it brings in. In short, their ration- 
ality is sufficient to account for their treating these two kinds of 
business differently, and habitually accepting lower mill nets on the 
latter kind of business than on the former. 


III. Opposing Concepts of Competition 


There is a real clash here between two concepts of competition. The 
modern imperfect-competition concept, to which Mund’s is opposed, 
goes on the basis that the seller’s underlying motive, in monopoly and 
competition, is similar: namely, to make as large an individual profit 
as possible, guided by a rational calculation of opportunities; and that 
the difference lies mainly in the objective circumstances conditioning 
the range of opportunities, and also in the extent to which sellers do 
or do not act in anticipation of others’ responses to their actions, this 
matter of attitude being itself largely dependent on objective circum- 
stances. While not denying the existence of collusion, it considers that 
important actual classes of cases can be usefully interpreted via theo- 
retical models, non-collusive by hypothesis, in which objective circum- 
stances and appropriate expectations lead to distinct types of variant 
results, most of the viable ones being intermediate between the limiting 
cases of pure or perfect competition and unlimited monopoly. 

Mund’s concept takes some piecing together. He clearly wishes to 
return to a simpler way of thinking about competition which prevailed 
before so much analysis was directed at the how and why of its oper- 
ation, and the conditions necessary to its expected results. He reverts 
to the older complete antithesis between outright competition and out- 
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ht monopoly. His conception of competition turns out on examination 
«0 be a mixture of two concepts, one agricultural and the other indus- 
trial. His conception of the competitive geographical price structure is 
inductively supported by the agricultural model, as already seen. Into 
the present discussion, which of course relates only to industry, he 
carries this idea of the resulting price structure, and also, as we have 
seen, the “produce-exchange” method of marketing which goes with it. 
This last helps his contention that the number of competitors is not 
very important to the result, since under “produce-exchange” selling 
methods, numbers might be limited to, say, a dozen, without radically 
altering competitive pressures; while a dozen producers selling a 
standardized product at quoted prices would act in expectation that 
a price reduction would be met. 

Aside from the “produce-exchange” assumption, the difference be- 
tween competition and monopoly in the industrial field appears to be 
conceived as resting on difference of motive and not on difference of 
objective circumstance. He envisages a propensity to compete and a 
propensity to monopolize. There is a competitive impulse which is 
individualistic, persistent, aggressive, distrustful of rivals and not too 
rational in its self-seeking.** This picture of psychological traits is 
clearly drawn with industrialists in mind and has no application to 
farmers, just as the “produce-exchange” concept, and reasoning based 
on it, applies to agriculture and is not pertinent to the industrial pricing 
problem here at issue. This psychology undoubtedly has force in many 
situations, as a modification of the rigid calculus embodied in the more 
mathematical forms of imperfect-competition theory. As to whether 
it serves to discredit the case for the defense as outlined above, perhaps 
enough has been said. To do what Mund asks of it, it needs the aid 
of the inapplicable “produce-exchange” concept. In “quoted-price” 
selling, mutual distrust might make sellers expect their rivals to start 
secret chiselling, and lead them to take counter-measures of their own; 
but it would hardly lead one to expect that he could initiate an open 
price reduction and his rivals would do nothing to meet it, but passively 
let him take their customers away. 

Th contrast to competition, Mund, holds that “monopoly arises out 
of human action and human volition, rather than from technological, 
impersonal forces.”"* This again might be accepted as an abstract 
proposition; but Mund means it as a refutation of the possibility of 
non-collusive mitigation of competitive pressures through the expecta- 
tion that price-reductions will be met. He means that, except momen- 


Ibid., pp. 730, 742. 
Ibid., p. 743, lines 22-23. 
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tarily, sellers never meet one another’s prices (a practice he identifies 
with monopoly) unless they have agreed to do so, no matter hoy 
completely their objective circumstances conduce to advance expects. 
tion that open price reductions will be met.** Yet a competitor is Sup 


alleg' 
After 
this 
and 


posed to sell at the “going price.”"** This last is a “produce-exchange’ Mm chat 
concept, as is also his only explanation of how competitive prices ever appé 
rise. som 
His requirements could be met only if producers, now selling on T 
“quoted-price” basis (as is natural to manufacturers), should set uw opp 
some different, but undefined, method of marketing which would have syn 
the effect of a produce exchange. This is concealed by his failure ty str 
distinguish the incompatible elements of which his concept of competi: abc 
tion is composed. ind 
0: 

IV. Use of “Perfect-Competition” Concepts in the Argument - 
When earlier economists disclaimed assuming that competition was tio 
perfect, what did they mean?*® The real test for our purposes is im 
whether their theories of the behavior of price, and specifically the pe 
theory that competition eliminates price discrimination, require con- CU 


ditions not found in large-scale manufacturing. The answer is that 
they do. The kind of imperfections they contemplated may be illus- 
trated by the minor irregularities in Mund’s tables of the prices o/ 
lettuce and other produce, from which he deduces a structure approx- 
mating shipping-point-price-plus-freight. Major departures in kind from 
this structure were not contemplated. Thus the terminology could be 
made more accurate if it were stated that the earlier theory, whatever 
it did or did not explicitly and consciously assume, required the presence 
of certain kinds of conditions (already discussed) which are the marks 
of perfect competition, but did not necessarily assume that they are 
present in perfect degree. More briefly, it required that competition, 
while not perfect in degree, should not be imperfect in kind. Accord- 
ingly, in this discussion, since the issue has here been raised, the 
phrase: “perfect competition” should be construed to mean “not 
imperfect in kind.” Competition in large-scale manufacturing, between 
spatially separated producers, is imperfect in kind. Ordinarily, this 
refinement of terminology is not necessary to a meeting of minds. 
Mund rebuts the charge that basing-point critics want to establish 
“perfect competition,” which everyone knows is unattainable.” He 


* Ibid., p. 733. The picture drawn in Il. 1-5 appears especially unrealistic as applied to 
manufactured products. 


Ibid., p. 734. 
Cf. Ibid., pp. 736-37. 


* Ibid., pp. 739-40 and 743, last sentence of article. Also Mund, Proceedings, Pacific 
Coast Econ. Assoc., Dec., 1941, p. 75. 
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identi ME alleges that this charge is a major reliance of basing-point defenders.” 
ter hoyfE After examining all his supporting citations, I can find no basis for 
Expect; ME this allegation.’* He confuses this charge, which is not literally true 
' iS sup. fe and is no part of the essential case of the defense, with a different 


charge which is true; thereby confusing the issue and creating an 
appearance of disposing of the real point while actually substituting 
something else which is more easily refuted. 

There is, to be sure, plenty of evidence that, in the past at least, 
opponents of basing-point pricing wanted to reproduce, by fiat, one 
symptom of perfect competition: namely, a uniform mill-net price 
structure.” However, the real charge is not that of trying to bring 
about an impossible form of competition, but of trying to convict 
industry of illegal conduct for not itself accomplishing this same im- 
possibility. In so far as such conviction is urged on the bare ground 


, of not having automatically eliminated the practice of freight absorp- 
1 Was tion, the real objection of the defense is that this is demanding the 
eS is impossible, because only perfect competition (competition “not im- 
y the perfect in kind,” or atomistic competition of the agricultural type) 
Con- could automatically eliminate freight absorption. It is in this sense that 
that ihe case against basing-point pricing takes perfect competition as a 
llus- standard. 
oni ‘In “The Application of Economic Analysis to Anti-Trust Law Policy,” he makes this 
a the first of “six principal economic theses” of which “the expert testimony of academic 
rom economists in anti-trust cases invariably consists.” (He momentarily forgets that at least 
| be five academic economists testified against the industry in the one case from which all his 
ver citations are drawn.) By returning to this thesis in the closing sentence of “Monopolistic 
Competition Theory and Public Price Policy,” he gives it, in this article also, the false 
nce importance of a key point instead of a minor irrelevance. 
rks “In three footnotes, Mund makes fourteen supporting citations, of which there turn 
ire out to be only two, and these not by academic economists, in which the charge is made 
a at all, and none in which it is more than an incidental and unguarded expression. In one 
- case it comes toward the end of a 3-page passage, the rest of which expresses a different 
d- view, which I contend is the correct one. (U. S. Steel Corporation, T.N.E.C. papers, IIT, 
he pp. 20-22.) In the other case (p. 84 of the same document) no reliance is placed on this 
, generality, which serves only to introduce a concrete examination of how a uniform mill 
price would work in this industry. Mr. Yntema authorizes me to say that he did not 
n prepare and was not responsible for this particular document, which was prepared without 
5 advice of academic economists. Later, after securing such advice, these statements were 
eliminated from a revised version which, I believe, remained unpublished when it wa 
finally decided to stand by the document as submitted at the time of the T.N.E.C. hearings. 
] These facts are pertinent as refuting the idea (1) that academic economists invariably 


make the charge in question, and (2) that it is an important item in the case for the 
detense. If credit is allowed for this deletion, that would leave precisely no instances to 
support Mund’s allegation; and in any case there are none from academic economists. 
rhe statement cited from de Chazeau is open to a different interpretation; others are 
prevailingly statements of the true view, which Mund cites indiscriminately with the two 
Statements of the false one. 

~ The most recent evidence of this sort (but not the most explicit) is in the concluding 
paragraph of Mund’s article in Am. Econ. Rev., Vol. XXXII, p. 743. 
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Hence the importance to Mund’s case of discrediting the idea that 
the objective conditions of perfect competition, or any other impossible 
objective conditions, are necessary to the elimination of freight ab- 
sorption by natural competitive processes. His attack on this theory, 
and his own competitive concept, which have already been examined 
are to be understood in this light. If this theory is not discredited, the 
orthodox opponents of basing-point pricing stand convicted of grave 
injustice and irresponsibility. 

I regret the one-sidedness of the discussion so far. It has been 
limited to the attempt to clarify confusions in a theoretical approach 
which appears unsound. As a starting point for a sounder and more 
constructive approach, we can all unreservedly accept Mund’s ob- 
jective—to make competition work better—-and ask the neglected 


question: “What is appropriate procedure for going to work to bring 
this about?” 


V. Procedure for Making Competition Work Better 


The obviously logical way to go about making competition work 
better is to start by comparing the results of present forms with the 
probable results of proposed changes.” A serious study of this sort 
might take a year or more in any major case, if carried out by a full- 
time staff. It would ask the kind of question Smithies’ article poses, 
and a good many more, but on a more factual level, as Smithies indi- 
cates would be necessary. It might take some of the simpler mathemati- 
cal formulations as points of departure, but it could not rely on them 
for its final answers.” 

If such formulations are used in this way, one thing they should 
include would be an estimate of the margin of indeterminateness to 
which their results are subject, in view of the degree of uncertainty 
in the determining factors. If, in a simplified type case, a given price 
promises to maximize the profits of a given enterprise, how much differ- 
ence to prospective profits would a price, for example, 2 per cent lower 
or higher make? Or if the seller were content with 10 per cent less 
than theoretical maximum profit, what range of price would that per- 
mit? The determinateness of a mathematically-defined maximum is 
often misleading as to actual cases. 

Various criteria of policy would need to be considered. What are 
rational criteria of economic location of plants? How compelling 4 


* “Elementary, my dear Watson”; only we don’t do it that way. 

™ The linear market with competition in one direction only, which Smithies employs, 
would give a less elastic individual demand schedule than an actual 2-dimensiona! market 
under uniform mill price selling. This could easily make the difference between a price 
above average cost and one below average cost, though above marginal cost. 
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actor, in a given case, is location of sources of materials? To what 
extent should military considerations figure? How may the costs of 
imperfect location be estimated? How may they be compared to the 
industrial and community costs of movement which might be enforced 
by altered pricing practices? What is a desirable degree of force for 
competition? That is an awkward question, but inescapable if one 
accepts the idea that different price-structure practices may result in 
different degrees of competitive pressure. How many or what kind of 
managements should it bankrupt and, after financial charges have been 
saled down, how many or what kind of plants should it send to the 
scrap heap? This in turn leads to the question: What is a desirable 
amount of unused capacity for an industry to possess in ordinary 
times, and what is the economic theory that underlies the answer? If 
it is, for example, a theory that stability should be promoted by not 
allowing enough reserve capacity to support a boom, that theoretical 
sround of action should be brought into the open and confronted with 
alternative theories. Should the experience of 1941 make us more 
favorably disposed toward the existence of reserve capacity in basic 
industries in ordinary times? 

If some form of uniform mill-price system, or practice having that 
elect, is one of the proposals being weighed, well-considered action 
would need organized knowledge on the following points: 

1. How closely standardized is the commodity? Is this affected by 
modifiable trade practices? In the light of the whole inquiry, is modi- 
fication desirable? 

2. The uneven geographical distribution of demand. Are there con- 
centrations of demand at key points which surrounding producers must 
enter, despite considerable handicaps of distance? If so, will this 
merely impose strong competitive pressure, or will it go so far as to 
determine a structure of local price differentials not subject to change 
by individual competitive action, thus stalemating active price com- 
petition as completely as pure theoretical oligopoly would? (A case 
can be cited in which it would have done just that.) 

3. The movable character of demand: e.g., large construction jobs 
at particular localities, often far from the beaten track. How would 
the industry adjust to these conditions, and does it appear to be 
an improvement over existing methods, in the light of all the interests 
concerned ? 

4. Differences in cost of production. What producers would, and 
what ones would not, be able to adjust to any disadvantages a new 
system might impose on them? 

5. The behavior of cost as affected by size of establishment and rate 
ol utilization of capacity. How far is marginal cost below a living com- 
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petitive price at ordinary times? At other times? 

6. The character of freight-rate structures and other features a. 
fecting available costs and advantages of transport. What irration,| 
divisions of marketing areas would they give rise to between producers 
at different distances from key concentrations of demand? What kinds 
of rate adjustments would be demanded to enable producers to react 
“logical” markets? To what extent might this cancel the effect of the 
proposed pricing rule, shifting from the industry to the railroads the 
burdens of permitting overlapping of selling areas? 

7. The approximate amount of true cross-freighting. In the light 
of the above facts, how serious is it? 

8. The character and importance of competition in service; the 
effect on it of the proposed pricing practice, and vice versa. How in- 
portant are these mutual effects? If some buying areas should be left 
with only one producer capable of serving them, would the customers 
feel they had lost something of value, aside from price? If a change 
in one seller’s price necessitates setting up new service connections or 
abandoning old ones, would this be a deterrent to price flexibility? 

9. The same questions may be asked as to competition in quality. 

10. How important is chiselling? Are its benefits confined to a 
favored few, or do they reach the many by occasioning changes in the 
general price structure? To what extent will it be extinguished by the 
proposed pricing practice? (The answer depends on several of the 
previous answers.) Will the proposed practice, by eliminating or 
limiting chiselling, extinguish more important competitive forces than 
it creates? 

11. What are the facts as to sellers’ expectations that a price re- 
duction, open or “secret,” will be met? A price increase? How will the 
proposed pricing practice affect these expectations, and through them, 
affect the probable force of competition and the level to which it will 
drive prices? This last question is of crucial importance; it calls for a 
departure from Smithies’ method of lumping upward and downward 
changes and accepting the expectation or non-expectation that they 
will be met as a fixed datum, held arbitrarily constant through a whole 
sector of the inquiry.” 

12. Finally, as to collusion, such a study would frankly face the 
temptation to collusive efforts as one of the facts of life, and would 

examine the probable effect of proposed changes on the incentives 
to such action, the ease or difficulty of concealment, the forms such 
action might take, and their seriousness. It would not mean abandon- 


* Gardner Ackley, “Spatial Competition in a Discontinuous Market,” Quart. Jour. of 
Econ., Vol. 56 (Feb., 1942), pp. 213 and 226; allows for the effect of circumstances 00 
sellers’ expectations as to whether their price reductions will be met or not. 
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ing attempts at prevention, but might be able to improve their ef- 
fectiveness. 

Such a study could not completely answer all the questions, but it 
could reveal enough to furnish a basis for a real judgment of the 
probable effect of an altered pricing practice. It would need to make 
separate estimates of the first impact of the altered practice, and the 
ultimate adjustment to which it would settle down. 

It would need to be prepared to consider a variety of expedients, 
as its findings might indicate. If it were shown, as it might be, that in a 
given case uniform mill pricing would probably weaken competition 
in the long run rather than strengthen it, one of the possible alterna- 
tives might be a shift in a different direction, building up larger groups 
of mills, each of which would be free to initiate price changes in the 
common market of all. Experience suggests that it may make a 
considerable difference whether one competitively-minded producer 
is included in a given price-initiating group, or is segregated. 

One of the rather baffling factors which such a study would need to 
try to take into account would be the effect of the investigation itself 
on the attitudes determining the outcome of the practices it studied. 
This effect might’ in some cases be real. Business men are more likely 
to act in anticipation of others’ responses to their actions, after their 
attention has been focused on an elaborate investigation into what 
these responses are likely to be. This may, in fact, be one of the chief 
drawbacks of the procedure here suggested, but it is not likely to be 
serious. Ways may be found of mitigating it; and, in any case, the 
drawbacks of knowledge are seldom important enough to make it 
really better for government to act without, than with, adequate in- 
vestigation of the probable consequences of its action. To revamp a 
major trade practice without at least tentative answers to the questions 
outlined above, and some organized judgment on the resultant, is to 
act in dangerous ignorance. 

Needless to say, this method of economic inquiry is not now used in 
these cases, though the Department of Justice, under Thurman Arnold, 
made some interesting experiments in informal procedures permitting 
examination of the results of proposed changes. Effort is regularly 
concentrated on seeking a conviction for collusion, after which an 
order may issue on the basis of the facts brought out in this proceeding 
—which never asked the questions necessary to a forecast of how the 
order will work. The order may have to satisfy a court that it is 
appropriate to the offense, but not that its economic results will be an 
improvement. This all means that forward-looking inquiry is in- 
evitably neglected, to the detriment of the basis on which final action 
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must be taken. Yet it is necessary, or is so considered, to secure 
conviction on some ground integrally connected with the nature of the 
trade practice under attack, in order to gain authority to alter j 
against the opposition of the industry. 

Thus there is a dilemma of sorts as to what can best be done. The 
inappropriateness of existing procedure seems sufficient to justify con- 
sideration of changes, even fairly radical ones. The most obvious and 
simple change involves an administrative body, equipped for the above 
kind of investigation, empowered to compel alterations of appropriate 
kinds of trade practices on properly safeguarded finding of public need, 
without conviction of collusion, conspiracy or unfair competition, and 
free from the judicial and prosecuting functions involved in such con- 
victions. Any proposal of this general character faces difficulties and 
objections which would need to be weighed. Such consideration is 
not likely to get far during a war; but in our post-war planning it is not 
unimportant to have a more appropriate scheme of trade controls to 
return to, when our trade controls do return to a peacetime basis. Less 
radical, and more likely to come to pass, are the following: 

1. A realization that valid argument for and against the inherent 
collusiveness of a trade practice runs on a realistic level, to which formal 
economic theories, in the original academic package, can make little 
or no useful contribution. 

2. Sharper separation of prosecuting, judicial and administrative 
functions and personnel of regulatory bodies. One important point 
is that judicial inhibitions should not cramp forward-looking adminis- 
trative thought and action. Another is that there should be well-founded 
confidence that the judicial and administrative personnel have a duly 
objective attitude toward economic theories which may be taken up 
by prosecuting attorneys under the exigencies of trying a case, as well 
as toward other more obviously controversial matter. 

3. Increasingly adequate use of qualified economic staff by regu- 
latory bodies, always preserving the separation of function already 
mentioned. Mund also favors this (without mentioning the safeguarding 
proviso) and it will be mentioned in the next section. 


VI. On the Use and Misuse of Economists 


Mund’s paper delivered at the meeting of the Pacific Coast Economic 
Association attacks the question of the economist as expert witness, 
drawing its material entirely from the Federal Trade Commission pro- 
ceeding against the cement industry. He presents samples of testimony 
of industry witnesses; and convicts it of bias by comparing it with what 
he presents as “prevailing economic opinion,”’ which somehow happens 
to coincide fully with that of counsel for the prosecuting arm of the 
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Commission. Also, as already indicated, it rejects some extremely preva- 
lent current theories. That, however, is not the main point. I agree 
that the state of the economist as expert witness wants improving, 
whichever side he testifies for, and agree with much of what Mund 
would propose to do about it. 

He makes three constructive suggestions. The first (which has 
already been mentioned) is that federal and state antitrust agencies 
employ more economists. The Departinent of Justice is moving in that 
direction, apparently with good results. Such personnel cannot be 
expected to be without bias, since it works for a prosecuting agency, 
but it may fairly be expected to exert some influence toward distin- 
guishing the economic problem of revamping trade practices from the 
more prevailingly legal problem of detecting and punishing collusion; 
and supplying the former with more adequate economic analysis as a 
guide. 

Mund also favors, as a necessary change, the employment by courts 
of economic experts of their own. Something of the sort would seem to 
be much needed, and thought might well be given to the best way of 
utilizing such experts. Mund adds that professional associations of 
economists might help the courts in selecting impartial persons for 
this service. This is interesting as recognizing one of the greatest diffi- 
culties in the case: namely, that economics on this level is not an 
exact science, and the personal equations of individual economists influ- 
ence their conclusions on many, or most, issues of policy. 

Mund’s final suggestion, which he regards as fundamental, has to do 

with a code of ethics for economists employed in such litigation, with 
the tentative possibility that it might frown on any testifying for pri- 
vate interests. If economists were employed by courts, an economic 
association might be asked, without prejudicing its character as an 
impartial forum, to designate personnel to help in drafting a code of 
standards of objectivity in thought and procedure appropriate for the 
guidance of the courts and the economists in this relationship. Once 
drafted and seasoned by use, such a code might well be taken to heart 
by economists in general. It would set a higher standard of objectivity 
than would be practically attainable by a witness employed by either 
one of the contending parties in a litigation. 
_ A code for such witnesses, and for counsel in its dealings with them, 
laces great difficulties in going beyond the obvious obligation of truth- 
iulness. If such a code were doomed to be an ineffective gesture, there 
is something to be said against trying it at all. Aside from any warping 
of the personal attitude of the witness, there is the fact that his testi- 
mony is limited by the highly selective list of questions he is asked. 
For this there is no easy antidote. 
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But perhaps the clinching difficulty is that if a witness employed by 
one side should somehow manage to include in his testimony a balanced 
array of points favorable to both sides, it would have the effect oj 
testifying for the opposing side in the most damaging possible way 
This is because whatever he said favorable to his own side would be 
discounted as not impartial, while whatever he said favorable to the 
other side would tend to be regarded as conclusive, being in a seny 
an “admission contrary to interest.” For this reason the most impartial. 
minded witness accepts the fact that his testimony must inevitably be 
limited to answering questions aimed to bring out those portions of his 
sincere convictions which fit his employer’s case. If a code of ethics 
should be completely successful so far as the witness’s personal attitude 
is concerned, this difficulty would remain. 

Presumably there is no need to point out that any code which 
limits economists to testifying for the government would have to 
limit them further, confining them to advising judicial bodies. Other- 
wise, it would mean that economists would testify for the prosecution 
and not for the defense. And what would such a code say about 
testifying before legislative committees? 

In conclusion, by all means let us try to make competition work 
better. There must be some way of going about this constructive job 
without requiring economists to accept Mund’s theoretical views in the 
diagnostic area. They are much less certain to disagree if they can 
get down to estimating objectively how specific, proposed remedies 
would work in specific conditions. 
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CAPITALISM AND ITS FUTURE APPRAISED BY 
TWO LIBERAL ECONOMISTS 


By Fritz MAcHLuP* 


The authors of the two books with which this article is to deal will 
accept it as a matter of course that I refer to them as “liberal econo- 
mists.” But those half-literate contemporaries to whom “liberal” 
stands for red, or at least pink, and to whom “liberalism” is a philoso- 
phy calling for progressive regimentation of business, may find the 
characterization of Professors Graham and Schumpeter as liberals 
somewhat odd. For both these authors, in their recent books,’ defend, 
and pay tribute to, capitalism and free enterprise. He who knows the 
essential tenets of the liberal faith—individualism, rationalism, political 
and economic freedom—will of course not be surprised that the blurb 
of Professor Graham’s book speaks of “a powerful defense of capital- 
ism” and that Professor Schumpeter’s respect and sympathy for 
bourgeois achievements can be sensed, if not from the blurb, in every 
part of his book. 

But neither Graham’s nor Schumpeter’s book is “conservative.” 
Graham wants to reform capitalism and he develops a program which 
would drastically change many institutions of the capitalist order. 
Schumpeter predicts its overthrow, its replacement by a socialist sys- 
tem. (Schumpeter makes it clear, though—without expressing his own 
feelings in the matter—that one may predict socialism, believe in its 
inevitability, and yet hate it thoroughly.) Thus—the one urging that 
capitalism be reformed, the other asserting that capitalism is approach- 
ing its end—the two authors can certainly not be accused of propound- 
ing “status quo economics.” 

The books differ not only in their expressed purposes—the one 
proposing a program of reforms, the other analyzing the evolution 
toward socialism—but they differ also in the choice of methodological 
alliances between economics and the other social sciences: Graham’s 
choice is Social Ethics, Schumpeter’s is Formal Sociology. They differ 

* During the past year the author, who is professor of economics at the University of 
Buffalo, has been freed from his teaching duties in order to devote his full tim~ co research 
under a grant-in-aid from the Rockefeller Foundation to the University of Buffalo. 
"Frank P. Graham, Social Goals and Economic Institutions. (Princeton: Princeton 
Univ. Press. 1942, Pp. xxii, 273. $3.00.) 

Joseph A. Schumpeter, Capitalism, Socialism and Democracy. (New York: Harper. 
1942. Pp. x, 381. $3.50.) 
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in their literary style: one is of a dead-serious classicism, the other of 
a humorous-ironic rococo. Most fundamentally, they differ in the yp. 
derlying temperaments of the authors: one is an idealist, the other , 
cynic. But the books are also very similar in many respects, apart from 
their common liberalist esteem for free enterprise and the function 
of entrepreneurial daring and brain-power; many remarks and observa. 
tions on incidental matters bear a really striking resemblance. 

The differences as well as the similarities in the two books invite 
comparison and, before I attempt to indicate the drift of the argument 
in each of the books and to discuss the reasoning of the authors where 
they travel in diverse directions, I shall first deal with those phases oj 
their books where they cover identical ground. This will be done in 
Part I of this article; Parts II and III will bring the “complete stories’ 
of the books. 


I 


For the comparison of the views of our two authors on matters 
treated by both I shall make ample use of literal quotations in juxta- 
position. Rather than arrange my selections according to agreement and 
disagreement between them, I shall meander through the ground cov- 
ered, choosing my path through the following fields: the problem of 
social determinism; individualism and socialism; planning and free- 
dom; government functions and democracy; income equality and 
profits; competition versus monopoly; big business versus small busi- 
ness; the family motive and inheritance; taxation; partial socialization. 
I am aware that in some cases I may lay myself open to reproach for 
quoting out of context; but I trust that any missing links and connec- 
tions will be found subsequently in the separate accounts of the two 
books. 

Free Will versus Inevitability. At the outset Graham avows his 
“faith that man can shape his destiny” (p. 3). Schumpeter thinks other- 
wise. “For mankind is not free to choose. This is not only because the 
mass of people are not in a position to compare alternatives rationally 
and always accept what they are being told. There is a much deeper 
reason for it. Things economic and social move by their own momentum 
and the ensuing situations compel individuals and groups to behave 
in certain ways whatever they may wish to do—not indeed by destroy- 
ing their freedom of choice but by shaping the choosing mentalities and 
by narrowing the list of possibilities from which to choose” (pp. 129- 
30). 

Graham, on the other side, rejects all “theories of institutional deter- 
minism.” He holds that “the so-called ‘institutional forces’ have no 
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existence independent of man and that the tyranny of institutions over 
men will cease as knowledge of social relationships grows and the reso- 
lution to adjust the conflicts that arise therein gains in intensity and 
effectiveness” (p. 5). But, according to Schumpeter, “the capitalist 
process shapes things and souls for socialism. . .. Fundamentally, things 
and souls shape themselves for socialism automatically, 7.e., indepen- 
dently of anyone’s volition and of any measures taken to that effect. 
But among other things that process also produces such volition and 
hence such measures—enactments, administrative actions and so on” 
(p. 220). 

"Individualism and Socialism. Schumpeter makes much of what he 
calls the “Cultural Indeterminateness of Socialism,” meaning that the 
definition of socialism implies nothing concerning the cultural climate of 
a socialistic society. Thus, “paradoxical as it sounds, individualism 
and socialism are not necessarily opposites. One may argue that the 
socialist form of organization will guarantee ‘truly’ individualistic 
realization of personality” (p. 171). Graham seems to go even farther 
when he says: “Individualism and socialism, properly construed, are 
not antithetical but complementary and even identical things. No true 
comradeship is possible except on the basis of the fullest feasible recog- 
nition of individual personality” (p. 27). Whether this agreement be- 
tween Schumpeter and Graham is real or merely verbal cannot be 
ascertained, because Graham has not supplied us with a definition of 
his “socialism, properly construed.” If socialism were to imply com- 
prehensive social planning, Graham’s conclusion obviously would be 
different. 

Social Planning and Freedom. To Graham, “planning by the state 
negates planning by the individual” (p. 57). “There has been a strong 
tendency toward totalitarianism everywhere and, in some countries, it 
has been carried to its logical conclusion. It is called planning, which 
sounds scientific. But planning calls for blueprints, blueprints must be 
followed if they are not to be completely futile, and recalcitrants must 
be ‘brought into line.’ . . . The more specific the plan the more of a 
strait-jacket it becomes. The only social planning compatible with the 
realization of social goals [chiefly freedom] is the planning merely of 
a frame of reference, ‘rules of the game,’ which will leave the ‘players’ 
the fullest scope for choice” (pp. 56-57). 

With this Schumpeter largely agrees. The socialism that he sees 
coming may be democratic and may allow the individual substantial 
freedom; but “it is much more likely to present fascist features” (p. 
375). And Schumpeter’s “Socialist Blueprint” (pp. 172-86)—which 
he thinks is compatible with democracy—does not involve detailed 
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planning. It provides instead a set of “rules”—along the lines pre- 
scribed by Oscar Lange—which give little discretion to the planning 
boards. 

Government Functions and Democracy. Schumpeter is convinced 
that a fundamental “condition for the success of democracy is that the 
effective range of political decision should not be extended too far” 
(p. 291). Hence the automatism which he wants for his Socialist Blue- 
print; and, linked with it, his belief—not shared by the present te- 
viewer—that one may safely “extend the sphere of public authority 
without extending the sphere of political decision” (p. 293). 

Graham too insists that the “width” of the power of the state “should toa: 
always be jealously restrained” (p. 37). For “it is a condition of any than 
substantial freedom that states should exert their control only when that 
objectives, quite legitimate in themselves, cannot be attained in any 
other way” (p. 41). The “restriction of governmental services to those 
areas in which private enterprise cannot efficiently operate to the ends char 
desired is a canon of equity as well as of the larger freedom of which E 
equity is part” (p. 241). othe 

Equality of Income. Graham “flatly rejected” the “ideal of pure neg: 
equality of incomes” (p. 235). For “differential reward in correspon- indi 
dence with natural endowment can be withheld only at the cost of ent 
effectually stifling the exercise of great and beneficient talents” (p. 17). the 
“Tt is only sub-average individuals who would want a dead equality of sm: 
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income” (p. 17). 

Curiously enough, Schumpeter provides equalitarian distribution in not 
one of the variants of his Socialist Blueprint (p. 174). But he sees and act 
draws the consequences in that he cannot, in this variant, grant free- tio 
dom of choice of occupation—he must prescribe forced allocation of the 
working force (p. 180)—and also in that the “Central Board” must tre 
“sell” the labor services to the industrial managements at “prices” al 


which correspond to the kind and quality of labor and which exactly 
clear the market (p. 177). In another variant, where Schumpeter allows 
freedom of choice of occupation, he must give up the equalitarian dis- 
tribution in favor of a system of premiums, bearing “an obvious rela- 
tion . . . to the wage schedule of capitalist society” (p. 180). 

Inequality of Income and Profits. To Graham “equality of oppor- 
tunity involves an inequality of reward in strict correspondence with 
desert” (p. 18). Exercise of talent, industry, shrewdness, foresight and 
“courage in risky enterprise” deserves differential rewards and usually 
needs the stimulus which is implied therein. Those who crave security 
will “select an assured but modest living which would not appeal to the 
more active and daring members of society. It is on the latter that 
progress chiefly rests. Society can deny them such incentives as will 
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ng educe their powers only at its own great peril” (p. 24). These were 
hing Graham’s words. They might have been Schumpeter’s just as well. 
Schumpeter states that the system of pecuniary prizes and penalties, 
ced promises and threats, “is unsurpassed in simplicity and force.” These 
the “promises of wealth” are “addressed to ability, energy and supernormal 
ar” capacity for work; but if there were a way of measuring either that 
ue- ability in general or the personal achievement that goes into any par- 
al ticular success, the premiums actually paid out would probably not 
ity be found proportional to either. Spectacular prizes much greater than 
would have been necessary to call forth the particular effort are thrown 
uld toa small minority of winners, thus propelling much more efficaciously 
ny than a more equal and more ‘just’ distribution would, the activity of 
- that large majority of businessmen who receive in return very modest 
ny compensation or nothing or less than nothing, and yet do their utmost 
“4 because they have the big prizes before their eyes and overrate their 
ds chances of doing equally well” (pp. 73-74). 
, Exactly the same thought is expressed by Graham when he says: “No 
other sector of the population, as a whole, ever receives a pecuniarily 
os negative return, but this is not uncommon for enterprisers not only as 
e individuals but even as a group” (p. 62). “Men will not hesitate to 
. enter a lottery, which offers large prizes to the lucky few, even under 


the knowledge that their chance for a prize of any given amount is 
smaller than the proportion which the price of the chance bears to the 
aggregate sale price of the tickets. This means that men not only do 
not have to be paid for assuming this type of risk but that they will 
actually pay for the opportunity. We must presume that, under condi- 
tions of free competition in economic life, analogous risks are taken, 
without any net payment to the enterprisers, that there is a net en- 
trepreneurial loss in such lines, and that, even so, enterprise will here 
always rise from its ashes” (p. 69). 

Investment under Competition and Monopoly. Here, however, we 
find again a difference of opinion between our two authors. Note the 
words “under conditions of free competition” which Graham put into 
the sentence just quoted. Under competition, no high average returns 
are needed to attract enterprisers. “There is a widespread predilection 
for the risking of a small loss on ventures which offer a disproportionate- 
ly small chance of a large reward” (p. 69). This readiness for enter- 
prise has failed, however, to be realized “in part because a quasi- 
monopoly of entrepreneurial functions has been established (with the 
toad blocked to newcomers and the insiders under no strong pressure 
to take risks)” (p. 68). In other words, under monopoly conditions 
the flow of investment wiil not be as satisfactory as it would be under 
competition. 
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Schumpeter takes the opposite position: it is competiton rather ths 
monopoly which is inimical to investment. “Long-range investing unde 
rapidly changing conditions” requires certain monopolistic safeguards 
It “becomes necessary to resort to such protecting devices as patents” 
or other monopolistic practices (p. 88). Sufficient inducements for jp 
vestment may presuppose the possibility of a “strategy that in the shor 
run is often restrictive” (p. 90). Particularly successful cases—high 
monopoly profits—will “then provide the baits that lure capital on ty 
untried trails” (p. 90). 

Barred Entry and Restraints of Trade. Indeed, Schumpeter is quit 
contemptuous of the “glorified” ideal of a competitive economy, ot fre 
entry and of the large number of small competitors. He states that “per. 
fectly free entry into a new field may make it impossible to enter it a 
all. The introduction of new methods of production and new commoéi- 
ties is hardly conceivable with perfect—and perfectly prompt—compe. 
tition from the start. And this means that the bulk of what we call eco 
nomic progress is incompatible with it” (pp. 104-05). Monopolies, a- 
cording to Schumpeter, have also an important function as economic 
stabilizers during depression. “ ‘Restraints of trade’ of the cartel type 
as well as those which merely consist in tacit understandings about price 

competition may be effective remedies under conditions of depression. 
As far as they are, they may in the end produce not only steadier but 
also greater expansion of total output than could be secured by an 
entirely uncontrolled onward rush that cannot fail to be studded with 
catastrophes” (p. 91). And besides all this “there are superior methods 
available to the monopolist which either are not available at all toa 
crowd of competitors or are not available to them so readily”: for 
instance, “monopolization may increase the sphere of influence of the 
better .. . brains” (p. 101). 

This is certainly not the way Graham thinks about the effects of 
monopoly. To Graham free entry is one of the prime objectives on the 
road to the achievement of our social goals. Monopolistic positions are 
used to “resist technically desirable readjustments” and to “protect 
obsolescence,” to practice “positive restriction of output” and to extract 
from the consumers “profits quite unassociated with economic merit 
(p. 65). The state must prevent any such concentration of control 4s 
“enable the engrosser to secure a strategic position facilitating such 
exploitation of consumers” (p. 128). 

Big Business. According to Graham, “size, as such, when it reaches 
the point of giving a measure of control of the market, is socially ob- 
jectionable” (p. 220). An important part of his reform program | 
directed against “bigness, quite out of proportion to the requirements 
of efficiency for anything except purposes of exploitation” (p. 207). 
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[Jong “Just as the action of dominating and domineering corporations shuts 
of enterprise on the part of potential competitors, so their more or 
ler thay less complete monopoloidal power operates to eliminate the necessity 
B Unde for any high degree of enterprise on their own part. They may, it is 
eur true, give the appearance of enterprise. Much has been made, for in- 
yar stance, of the elaborate organizations for research maintained by many 
for i of the great business corporations. These are all to the good, but they 
e Shor do very little to promote enterprise in the functional sense of that term 
fm as the assumption of risky responsibility. The large corporations do 
° RM not take great chances in putting new or improved goods on the market. 
ca On the contrary, they tend to engross inventions, and to retard their 
ye appearance, until it is all but certain that the new product can be suc- 
"MM cessfully marketed even under depressed general economic conditions. 
¥ 7 This is very far from providing an adequate degree of enterprise” (pp. 
210-11). 


om In taking the opposite position, Schumpeter is fully aware of the fact 
Pe IM that his analysis deviates “from the usual lines in an attempt to show 
San that what practically everyone concedes to the capitalism of perfect 
competition . . . must also to even a greater degree be conceded to big- 


se ® business capitalism” (p. 107). For, in his opinion, “the increasing size 
om of units of control and all the business strategy that went with it were 
not only unavoidable incidents but to a considerable extent also condi- 
<a tions of the achievement reflected in that record [of the capitalist era] ; 
in other words, . . . the technological and organizational possibilities 
open to firms of the type which is compatible with approximately per- 


- fect competition could never have produced similar results” (p. 189). 
me The superiority of “big-business or ‘monopolistic’ capitalism” over 
a “competitive capitalism” (p. 189) is one of Schumpeter’s strongest— 
the and strangest—convictions expressed in his book. 

Corporations. The attitude toward big business dictates the attitude 
of toward the corporate form of organization as the medium through 
he which bigness is achieved. In Graham’s opinion, “the result of this 
“a corporate development has been a marked dampening, or perversion, 
“t of the spirit of enterprise” (p. 210). Moreover, “as legal ‘persons’ they 
is were given all the privileges of natural persons but, since they were 
. capable of indefinite growth and were immortal, they accumulated 
- power which it would have been impossible for a natural person to 
i retain and all but impossible to acquire” (p. 209). Graham gives un- 


conditional endorsement to Professor Henry C. Simons’s plan to out- 
law interlocking shareholding and interlocking directorates and to limit 
the size of corporations, thus precluding “the existence in any industry 
of a single company large enough to dominate that industry” (p. 219). 

Schumpeter, while he extols the achievements of giant corporations, 
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is fully aware that “the modern corporation, although the product of 
the capitalist process, socializes the bourgeois mind; it relentlessly 
narrows the scope of capitalist motivation; not only that, it will even. 
tually kill its roots” (p. 156). “The capitalist process, by substituting 
a mere parcel of shares for the walls of and the machines in a factory, 
takes the life out of the idea of property. . . . Dematerialized, d. 
functionalized and absentee ownership does not impress and call forth 
moral allegiance as the vital form of property did” (p. 142). With the 
disappearance of the owner-entrepreneur the defender of the capitalist 
order disappears. 

Small Business. Small business, in terms of its economic performance, 
finds little grace before Schumpeter. The efficiency of small business js 
inferior to that of big business, and its competitiveness retards progress, 
Only one function of small business is conceded, nay, stressed by 
Schumpeter: “its importance for the survival of the capitalist order” (p. 
140). “The political structure of a nation is profoundly affected by the 
elimination of a host of small- and medium-sized firms the owner. 
managers of which, together with their dependents, henchmen and con- 
nections, count quantitatively at the polls and have a hold on what we 
may term the foreman class that no management of a large unit can 
ever have; the very foundation of private property and free con- 
tracting wears away in a nation in which its most vital, most concrete, 
most meaningful types disappear from the moral horizon of the people” 
(pp. 140-41). 

Graham’s plea for small business is one of an advocate of a com- 
petitive economy. Only among small units can free competition prevail. 
But also with regard to efficiency and progress Graham stands up for 
small business. “The large corporation is . . . not well adapted to new 
enterprise. The flexibility requisite for and in new ventures is lacking. 
Quick decisions are difficult; new proposals have to run a gauntlet of 
critical investigation by ubiquitous vice-presidents; red tape is preva- 
lent. A new and comparatively small concern, under owner-management, 
would ordinarily be a much better medium for the launching of inno- 
vations” (p. 211). 

The Family Motive. Closely connected with the economic and social 
functions of the proprietors of small- and medium-sized business is the 
significance of the family motive. “Family tradition and pride is, on 
the whole, a useful social force,” says Graham (p. 138). And Schum- 
peter chimes in: “The capitalist order entrusts the long-run interests 
of society” to this force, that is, “to the family motive” operative 1" 
“the upper strata of the bourgeoisie” (p. 160). Schumpeter continues: 
“The bourgeoisie worked primarily in order to invest, ad it was no 
so much a standard of consumption as a standard of accumulation that 
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the bourgeoisie struggled for and tried to defend against governments 
that took the short-run view.” And a footnote adds: “It has been said 
that in economic matters ‘the state can take the longer view.’ But 
excepting certain matters outside of party politics such as conservation 
of natural resources, it hardly ever does” (pp. 160-61). With the pass- 
ing of the family motive, out goes “the capitalist ethics that enjoins 
working for the future irrespective of whether or not one is going to 
harvest the crop oneself” (p. 160). 

Inheritance. Despite his recognition of the family motive as a useful 
social force, Graham speaks “for the abolition of inheritance on grounds 
of equity” (p. 139). “While egalitarianism in the ownership and con- 
trol of property is a denial of freedom, the continuous concentration of 
the power of property from one generation to another is likely to result 
in the complete extinction of freedom. It is, in any case, a deviation 
from the principle of equality of opportunity” (p. 19). In Graham’s re- 
form program “the privilege of private inheritance” is strictly limited 
through inheritance taxes and other measures (pp. 144-45). 

Inheritance taxes find a place also in Schumpeter’s discourse, but not 
as a measure to make capitalism more perfect, but as a means to liqui- 
date it when the socialists take over (p. 222). 

Highly Progressive Income Taxes. That our system of taxation is 
inhibiting, if not killing, the enterprise system is a view shared by 
both our authors. The stiff progression in our income tax rate schedule, 
according to Graham, “‘is likely to be a deterrent on the individual moti- 
vation to produce and an inhibiter of enterprise. . . . If profits, when 


s realized, are largely taxed away, while losses fall with undiminished 


weight on those whose projects do not ‘pan out,’ the spirit of enter- 
prise, which on other scores is languishing, is not unlikely to vanish 
altogether” (pp. 237-38). Schumpeter, likewise, states that taxes have 
grown “into a major factor in the explanation of unsatisfactory eco- 
nomic performance. . .. Modern capitalism relies on the profit principle 
for its daily bread yet refuses to allow it to prevail” (p. 198). 

_ Partial Socialization. Both authors discuss the possibilities of socializ- 
ing certain industries in an otherwise capitalistic system. Graham’s 
socialization plans are part of his—and Henry C. Simons’s—solution of 
the monopoly problem. “Where an industrial monopoly is inevitable 
because free competition cannot be maintained at all, or does not work 
satisfactorily, the obvious recourse is to turn the private into a social 
monopoly to be operated for the general welfare” (p. 224). 

Schumpeter’s socialization program is advanced as a gradualist policy 
lor England in consideration of the fact that “her industrial and com- 
merci al structure is obviously not ripe for successful one-stroke sociali- 
zation” (p. 229). He lists the fields of business activity which “could be 
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socialized without serious loss of efficiency or serious repercussions on 
the departments that are to be left to private management” (p, 229): 
banking, insurance, inland transportation, mining and coal trade, elec- 
tricity, iron and steel, and building and building material industries. 
Schumpeter’s attitude concerning this active socialization program— 
as distinguished from the “inevitable” advent of socialism—would be 
somewhat baffling if it were not for a revealing comment he makes on 
the subject of the nationalization of land. He says in the text: “I have 
no objection to make as an economist.” But he adds in a footnote: 
“This is no place for airing personal preferences. Nevertheless I wish 
it to be understood that the above statement is made as a matter of 
professional duty and does not imply that I am in love with that pro- 
posal which, were I an Englishman, I should on the contrary oppose 
to the best of my ability” (p. 231). 


II 


From the “dialogue on selected topics” I turn now to the “complete 
stories” of the books, knowing full well that I cannot even aim at any- 
thing like completeness in a report on books so fully packed with ideas, 
analyses, suggestions and apercus. 

Frank D. Graham, in the Preface of his book, names the three guid- 
ing stars that have led him along his path. And a strange constellation 
it is: H. G. Wells—for imaginativeness; Jeremy Bentham—for clear, 
logical thinking; Thorstein Veblen—for sobering contemplation. As an 
economist, Graham wishes to avoid the one-sidedness of the technique 
refiners, on the one hand, and of the dust gatherers, on the other. He 
wants to be a real “political economist” who does not shrink from 
value judgments and engages in analysis and synthesis “purposive to 
some ulterior end” (p. xix). “The only honest course, then, is the 
declaration of a scheme of social values as a basis for the development 
of suggestions with respect to social institutions” (p. xx). So he sets 
out to formulate the fundamental social goals—based on “some uni- 
versal creed around which, as a standard, all men can rally” (p. 7). 
Compatibility with these goals is then later the criterion for judging 
and developing desirable reforms of our economic institutions. 

Graham’s social ethics is anchored on three “articles”: “The world 
was made for man. . . . Power is good. . . . Coercion is bad” (p. 7). 
The term “power” becomes a universal pass-key for each and every 
problem. (Others may be inclined to call it a weasel-word standing for 
all sorts of things. Graham himself distinguishes between physical, 
moral, intellectual, artistic, political and economic power. If one tries 
to substitute another meaningful word in each place where Graham 


1943] 


uses 
ence, 
and fi 
“Po 
of the 
tion 
equali 
large | 
the ch 
from 
enter] 
consis 
occup 
Fre 
free 
whict 
belie 
say, I 
will s 
the fi 
meas 
take 
free 
nen 
ti lit 
tiinit 
ever 
nexu 
pros 
petit 
A 
goal 
prov 
ters 
nom 
in 
sym 
bea 
bein 
liqu 
loid 


com 


1943] MACHLUP: CAPITALISM AND ITS FUTURE—A REVIEW 311 
yses the word power, one has to jump from strength, might and influ- 
ence, to opportunity, skill, ability, efficiency, productivity and effort, 
and finally to wealth, income and even liquidity.) 

“Power-cum-Freedom” becomes the password throughout the pages 
of the book. Incomes in correspondence with the socially useful exer- 
tion of differential powers—hence, inequality of incomes—perfect 
equality of opportunity, freedom of choice, self-responsibility, and a 
large measure of security but no “absolute security,” these are some of 
the chief goals. A few provisional requirements are immediately deduced 
from the goals: free enterprise—for “there can be little doubt that free 
enterprise, stripped of predation, is the nearest thing to an answer 
consistent with social freedom” (p. 25)—the “right of entry into any 
occupation” and the “right to a job” (p. 26). 

Free enterprise, free choice, free access, free entry, free contract, 
free competition, free markets,—there is hardly a page in the book 
which would be free of a mention of one of such freedoms. Graham 
believes in them with all the fervor of a religious fanatic. (I can only 
say, more “power” to you, Graham, keep ’em flying! ) A few quotations 
will show the strong language used to this effect. “Except in a republic 
the full measure of social freedom cannot be realized. . . . Nor is the full 
measure of social freedom conceivable where individuals may not under- 
take enterprise, including the sale of their own labor, on their own 
responsibility and risk, with private property freely disposable through 
inee contract in free markets” (p. 50). “Not only must it be open to 
nen to choose the method by which they make their living but, subject 
\ limitations on inheritance for the preservation of equality of oppor- 
tinity, to choose also how they shall dispose of the reward for what- 
ever services they may render” (p. 51). “Competition and the ‘cash 
nexus’ is the only means of securing social cohesion which offers any 
prospect of general freedom” (p. 51). “The suppression of free com- 
petition is, in fact, the inception of slavery” (p. 52). 

After the first three rather philosophical chapters, in which the social 
goals are developed, the economic institutions, and their possible im- 
provements, are discussed in the next eight chapters. These eight chap- 
ters combine economic analysis and synthesis in the sense that pure eco- 
nomic theory and practical economic reform plans are not corralled 
in separate compartments but are made to live together in peaceful 
symbiosis. The chapter on Profits contains interesting thoughts on risk 
bearing, monopoly positions and liquidity preference, the basic idea 
being that corporate hoarding in periods of abnormal preference for 
liquidity causes grave instability in the average profit rate; monopo- 
loidal industries, able to stabilize profits, aggravate the situation in 
competitive industries. If losses are then “the general lot” in those 
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industries which one can enter and “profits confined to those businesses virtues 
to which entry is difficult, enterprise will surely vanish” (p. 72). The supply 
solution is, in part, the freeing of competition, but primarily “a nullj. and lit 
fication of the effects of shifts in liquidity, through storage and release gests t 
of commodities against new issues and retirement of money” (pp. §4- should 
85). This would “offer unlimited liquidity to producers of goods in a legac 
times of economic stress just as we now offer unlimited liquidity to cer. vide j 
tain holders of financial instruments in times of financial stress.” As 3 to gift 
result, “the stimulus to enterprise will thus be persistent, and the The 
principal source of unemployment will be removed” (p. 85). is not 
The chapter on Money adds details to this general plan of a “com- While 
modity reserve money,” which was first recommended by Mr. Benjamin in the 
Graham (Storage and Stability, 1937). A composite of “essential, stor- the we 
able, raw commodities in common use” would become the “monetary talk ( 
base” in the place of, or along with, gold. Against the deposit of ware- spend 
house receipts (for commodities stored in certain quantities) the Treas- deal v 
ury would issue dollars (“warehouse certificates”); vice versa, the be rec 
Treasury would redeem dollars in warehouse receipts. The composition (p. Ie 
of the “commodity units” should be fixed and kept stable, subject to reckle 
“periodic but infrequent changes” (p. 95). “The plan does not involve Th 
the fixing of the prices of individual commodities, which would be left lieve 
entirely free to fluctuate with changing demand and supply. What level 
would be fixed, directly and within narrow limits, is the aggregate price mone 
of the commodities in the unit. . . . Indirectly, the level of the prices of flexib 
all commodities would be substantially stabilized” (p. 97). the c 
Together with the introduction of the commodity reserve system, Ther 
Graham would like to see the introduction of the 100 per cent cash whic] 
reserve system of banking or, in other words, the abolition of private the f 
bank credit creation (pp. 103-09). But this part of the monetary re- scher 
form would be merely for the sake of “equity” (p. 109), whereas the tions 
commodity reserve system would be the really important step, stabiliz- dustt 
ing prices and employment and removing once and for all that dele- mone 
terious “fear of production which now so frequently afflicts us.” It would appr 
also remove that “aversion to imports which bedevils international (p. | 
commercial relations under traditional arrangements” (p. 114). Sum- Veale 
ming up his eloquent advocacy of the “principle of storage,” Graham howe 
says that “society must store in goods when individuals store in money incre 
and release the goods when the individuals release the money” (p. 119). com 
In the chapter on Income Distribution, Graham treats of the “stra- orde 
tegic positions” accruing to those who offer services of natural or artt- exac 
ficial scarcity (p. 127). The solution of the distribution problem 10 men 
consonance with the social goals is seen in “a competition in which 178) 
strategic positions are uniquely correlated with inherent economic R 
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virtues, under conditions which permit of no artificial restriction of 
supply” (p. 129). This involves elimination of monopolistic positions 
and limitation of the right of inheritance (pp. 132-46). Graham sug- 
vests that private inheritance outside the direct line of consanguinity 
should not be permitted at all. No heir should be permitted to receive as 
a legacy more than a capital sum which would, prudently invested, pro- 
vide just enough income to live on. The same principle should apply 
to gifts (pp. 144-45). 

The chapter on Credit and Debt explains why the aggregate of debt 
isnot per se significant and why merely the distribution of debt matters. 
While Graham shows that the theories of the “limit” or danger point 
in the growth of government debt are not warranted (p. 159) and that 
the warnings about “casting the burden on the future” are largely loose 
talk (p. 160), he nevertheless comes out against governmental deficit 
spending. Wars should in the main be financed through taxation. “To 
deal with unemployment no net governmental expenditures should ever 
be required,” if the cure prescribed in the chapter on Money is applied 
(p. 162). “Continuous deficit financing as a stimulus to the economy is 
reckless in the extreme and a confession of mental insolvency” (p. 163). 

The chapter on Wages is rather unorthodox. Graham does not be- 
lieve that employment will react in any certain ways to changes in the 
level of money wage rates. He believes that “the effect of changes in 
money wage rates, especially when, as now, the price level is indefinitely 
‘exible in either direction, [is it?] is independent of the direction of 
the change and is a function merely of the anticipations it provokes. 
There is no money wage in a closed economy, with a flexible price level, 
which would ever of itself lead to unemployment” (p. 169). But when 
the price level is stabilized, as it would be under Graham’s monetary 
scheme, things are different. “If employment, under competitive condi- 
tions, were less than full and not rising in the reserve commodity in- 
dustries, the only possible explanation would be that both real and 
money wages were too high. There could be no argument about it and an 
appropriate reduction in money wages would clear up the difficulty” 

p. 173). How the wage reduction can actually be achieved is not re- 
vealed by Graham. For upward adjustments of wage rates he does, 
however, suggest “a minimum wage law, with a schedule of periodic 
increases in the minimum in correspondence with advances in the 
computed secular upward trend in general productivity” (p. 177). In 
order to prevent “strategically situated higher-wage-level groups” from 
exacting too large a share of any general advance, Graham recom- 
— removing “all artificial obstacles to entry into any craft” (p. 

/8), 

Rent and Interest are treated in a chapter which contains first a 
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useful discussion of the analogies and distinctions between these dis. 
tributive shares and then a criticism of the Keynesian interest theory. 
This chapter suffers from several misunderstandings; for example, Gra- 
ham believes that the Keynesian thesis assumes the existence of “, 
spread between actual rates of interest on loans for investment purposes 
and the anticipated marginal efficiency of capital in general” (p. 200). 
I should also take exception to the following statement: “So long as 
things have any value at all their use must be worth something. This 
something is interest. Interest is thus inherent in a situation in which 
economics has any meaning—that is to say, in any situation in which 
there is anyone with unsatisfied desires” (p. 189). 

In the chapter on Big Business and Free Competition, Graham re- 
assures us that the thing he is after is not pure or perfect competition 
but merely workable competition (p. 205). But even this means “eternal 
vigilance” and a fight against “bigness” (p. 207). As his reform pro- 
gram he accepts, as was mentioned above, Simons’s plan of federal 
incorporation, limitations on the size of corporations (p. 219) and na- 
tionalization of inevitable monopolies. Graham supplements these meas- 
ures with tax discrimination in favor of new and smaller concerns (p. 
220). 

The recommendations at which Graham arrives in his chapter on 
Taxation follow the lines indicated by the conclusions of earlier chap- 
ters. First of all, “the presumption . . . on grounds of freedom, is against 
governmental spending” (p. 231). Secondly, since equality of income 
would violate equality of opportunity and since taxes affect the incen- 
tives to produce, “the share of total income taken in taxes should be 
relatively small and ... not . . . progressive with income” (p. 237). 
Thirdly, inheritance taxes, as was said before, should be “drastic” (p. 
238). 

The last two chapters of the book are devoted to Implementation and 
Review. We should like to mention, and to endorse, Graharn’s recom- 
mendation of the “organization and recognition of a corps of experts 
capable of formulating the collective judgment of students of social 
problems”—a report-writing professional council on public policy (Pp. 
247). In the last pages Graham’s leading theme of eternal liberal 
philosophy reappears in a powerful orchestration. 

All in all, it is a great book in many respects. It is not an exciting 
book, to be sure; the philosophical, ideological foundation, over which 
(attention, Marxians! ) the superstructure of economic institutions | 
erected, is so heavy and solid a construction that it commands respect 
but cannot arouse fascination or excitement. The thoughtful members 
of the profession will gratefully acknowledge that Frank D. Graham 
has given us a thoughtful book. 
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III 
Joseph A. Schumpeter, writing a book on the inevitable evolution of 


the capitalist system into socialism, must no doubt start with Marx. 
His tribute to Marx is not a matter of a preface but four closely- 
reasoned chapters, constituting Part I of the book. “Marx the Prophet,” 
“Marx the Sociologist,” “Marx the Economist,” and “Marx the 
Teacher” are the titles of these chapters. The first asks and answers 
the question what the reasons were for the enormous success of Marx’s 
work. The second chapter discusses the Economic Interpretation of 
History (“one of the greatest individual achievements of sociology to 
this day” [p. 10]), the Theory of Social Classes, and, finally, the wrong 
and primitive Theory of Primitive Accumulation. 

“Marx the Economist” is given credit by Schumpeter for being well- 
reaad—a rare thing among “geniuses and prophets” (p. 21)—for re- 
fining theoretical tools, for possessing unusual “vision,” but definitely 
not for many contributions to economic theory. The Labor Theory of 
Value “is dead and buried” (p. 25); the Theory of Exploitation is shot 
through with fallacies; the Theory of Accumulation is a non sequitur ; 
the Theory of Concentration is an example of remarkable vision but 
weak theorizing; the Theory of “Immiserization” is downright wrong; 
the Theory of the Industrial Reserve Army is the replica of a Ricardian 
confusion (p. 36). Marx’s contribution to the theory of the business 
cycle, however, gets a higher mark from Schumpeter the Critic; and 
for his idea of evolution, for originating the pattern of economic dy- 
namics, and for his brave attempt to merge economic theory with his- 
torical and sociological analyses, Marx gets sufficient credit to avoid a 
bad flunk in economics. In the last of the four chapters on Marx, 
Schumpeter discusses the Theory of Imperialism and the problem of 
evolution versus revolution. By then the reader has acquired sufficient 
background to appreciate a better theory of evolution and he can pro- 
ceed to Part II of the book, which poses the question: “Can Capitalism 
survive?” 

Schumpeter’s answer is “No” (p. 61). The arguments leading up to 
this answer are presented in an analysis (extending over more than a 
hundred pages) which is original and, in parts, exciting and fascinating. 
Whether or not all the details, or even the results, of the analysis are 
“correct” may perhaps be questioned, but this becomes almost of sec- 
ondary importance compared with the sheer pleasure and intellectual 
satisfaction the reader derives from the novel approach—which, in 
parts, approaches a novel for its literary, moral and esthetic qualities. 
After all, does the captivated reader of a well-written and exciting 
novel (or mystery story, if you will) ask himself whether what he 
reads is true? This does not mean to belittle the scientific value of 
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Schumpeter’s analysis. Things may be novel and yet true. There cap 
be no doubt that among the arguments which he presents many afford 
us deep and significant insight into complex sociological problems, which 
have been in dire need of explanation or had been overlooked alto. 
gether. 

The main thesis of the analysis is “that the actual and prospective 
performance of the capitalist system is such as to negative the idea of 
its breaking down under the weight of economic failure, but that its 
very success undermines the social institutions which protect it, and 
‘inevitably’ creates conditions in which it will not be able to live and 
which strongly point to socialism as the heir apparent” (p. 61). To 
establish his thesis Schumpeter engages in an historical, economic and 
sociological analysis in the course of which he takes the following 
steps: (1) He produces the achievement test of capitalism from 1870 
to 1930 in terms of total output, and finds the record truly remark- 
able. (2) He shows that, if capitalism were allowed to repeat this per- 
formance for another fifty years, “it would do away with anything 
that according to present standards could be called poverty” (p. 66). 
(3) He gives an account of the mechanisms and incentives operating in 
the capitalist system under conditions of perfect competition. (4) He 
dismisses the idea of stationary capitalism (as a contradiction in terms) 
and describes the Process of Creative Destruction as the “essential fact 
about capitalism” (p. 83). (5) He proposes that “a system .. . that 
at every given point of time fully utilizes its possibilities to the best 
advantage may yet in the long run be inferior to a system that does so 
at no given point of time, because the latter’s failure to do so may be a 
condition for the level or speed of loug-run performance” (p. 83). (6) 
He proceeds to prove that monopolistic practices, restricting output at 
any given time, may have an important function in the process of 
creative destruction. (7) He states that monopolistic restrictions may 
“protect rather than impede” the long-run process of expansion (p. 88). 
(8) He assures us of the superiority of big-business capitalism over 
competitive capitalism. (9) He attempts to show that the remarkable 
performance of capitalism has not been due to accidental, external cir- 
cumstances; government actions, gold discoveries, population growth, 
new land, and technological progress were either neutral in their ef- 
fects on capitalist performance or were themselves functions of the 
capitalist progress. (10) He examines the Theory of Vanishing Invest- 
ment Opportunity from all angles and concludes that the circumstances 
cited by certain theorists as responsible for insufficient investment are 
neither the ones which retarded the “capitalist engine” in the past 
decade nor the ones that are likely to impede it in the future. (11) He 
states that rising capitalism generated the spirit of rationalist indi- 
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vidualism, the mental attitude of modern science, the democratic 
processes, and pacifist internationalism; but it has generated also other 
changes in mentality, changes which are more compelling than “ra- 
tional” comparisons of alternatives could ever be. (12) He holds that 
the “mechanization of progress”—by which “innovation itself is being 
reduced to routine” —“‘depersonalizes” enterprise, a process which seri- 
ously affects the position of the “bourgeois stratum.” “Since capitalist 
enterprise, by its very achievements, tends to automatize progress, . . . 
it tends to make itself superfluous” (p. 134). (13) He believes that the 
bourgeois, essentially a rationalist and unheroic creature, is not inter- 
ested in government, and needs the political protection of another, 
formally feudal, social stratum. Capitalism, by completely liquidating 
the upper non-bourgeois stratum of society, is losing its political pro- 
tection. (14) He finds in the owner-managers, who are closely attached 
to their business property, the staunchest protectors of the enterprise 
system. The capitalist process, by eliminating more and more small 
business men and by substituting security holdings for real business 
property, reduces the bourgeois allegiance to the capitalist system. (15) 
He sees correlated with bourgeois defenselessness a growing hostility 
to the capitalist order. Pro-capitalist argument, resting on long-run 
considerations, is no match for political criticism which points to short- 
run inefficiencies. “Secular improvement that is taken for granted and 
coupled with individual insecurity that is acutely resented is of course 
the best recipe for breeding social unrest” (p. 145). (16) He develops 
the Sociology of the Intellectual and shows how the intellectual group, 
“which cannot help nibbling, because it lives on criticism,” uses the 
capitalist freedom of public discussion “to nibble at the foundations of 
capitalist society” (p. 151). The intellectual’s “hostility increases, in- 
stead of diminishing, with every achievement of capitalist evolution” 
(p. 153). (17) He regards the labor movement, a product of capitalist 
evolution but radicalized by the intellectuals, as an increasingly revo- 
lutionary element. (18) He explains how, in this social atmosphere, 
“public policy grows more and more hostile to capitalist interests” (p. 
154). (19) He contends that the corporation—that gradual “Evapora- 
tion of the Substance of Property”—socializes the bourgeois mind. (20) 
He asserts that the bourgeois family disintegrates, that the family mo- 
tive is disappearing, and that with the “decline of philoprogenitivity” 
bourgeois life is changing in significant ways (p. 159). 

On all these grounds he finds his thesis satisfactorily established and 
concludes: “Thus the same economic process that undermines the posi- 
tion of the bourgeoisie by decreasing the importance of the functions of 
entrepreneurs and capitalists, by breaking up protective strata and 
institutions, by creating an atmosphere of hostility, also decomposes 
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the motor forces of capitalism from within. . . . The capitalist process 
not only destroys its own institutional framework but it also creates 
the conditions for another.” “. . . things and souls are transformed in such 
a way as to become increasingly amenable to the socialist form of life” 
(pp. 161-62). 

But then, when the overwhelmed (or frightened) reader is about to 
ask a timid “When?” he receives a disappointing (or reassuring) ap- 
swer. The “underlying trend” may still be subject to serious reverses: 
“in these things, a century is a ‘short run’.” So, perhaps, capitalism may 
yet “have another successful run” (p. 163). ; 

I shall be briefer in my report on the remaining parts of Schumpeter’s 
book. Part III poses the question “Can Socialism Work?” and answers 
it with a “Yes.” Schumpeter proves to his own satisfaction that so- 
cialism (1) is possible as an economic system, that is, as a system with 
rational cost calculation (which had been denied by Professor Mises): 
(2) that it is practicable, if the necessary bureaucracy is existent 
(which had been denied by Professors Robbins and Hayek); (3) that 
it may be superior in efficiency to the capitalist system (which is de- 
nied probably by the majority of economists). According to the findings 
of Part IV, he also holds that socialism (4) is compatible with democ- 
racy (which economists and political scientists are inclined to deny); 
and, from Part II he had concluded that socialism (5) is inevitable 
(which, again, is rather controversial). Possible, practicable, efficient, 
democratic and inevitable; and yet I have the firm impression that 
Schumpeter dislikes socialism, nay, despises it. I read this between the 
lines only, and, to be sure, that is not sufficient evidence for an assertion. 

Schumpeter’s Socialist Blueprint does not provide a planned but 
rather an automatic economy, which allocates productive resources not 
through planning boards, rationing schemes and priorities, but in- 
stead through prices resulting from competitive bidding on the part of 
the independent managements of firms and industries. It is worth not- 
ing that a construction analogous to this which Schumpeter and Lange 
are using to prove the possibility of an economic system of socialism 
had been used by Mises to show its impossibility; for to Mises, the 
competitive-bidding pattern constituted capitalism. However, if a 
quasi-capitalist production system can be realized along with a quast- 
socialist distribution system, with the titles to the means of production 
held by the community, the criteria contained in the formal definition 
of socialism are surely fulfilled. 

In the discussion of comparative efficiency, Schumpeter relies on the 
following arguments: (1) The organization of fechnical progress would 
be more efficient under socialism, because it could eliminate cyclical 
ups and downs. (2) The talent engaged, under fettered capitalism, 
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mere protective (or obstructive) activities against government inter- 
vention could be productively used in a socialist economy. (3) The 
problem of adjusting spontaneous saving and entrepreneurial invest- 
ment, which is troubling the capitalist system, would be easily solved 
under socialism. (4) Workers’ discipline, failing in ever-increasing 
measure under bourgeois management, would be improved owing to 
“authoritarian discipline” supplemented by “self-discipline” and “group 
discipline” (pp. 210-18). 

The problems of transition are given much more careful attention 
by Schumpeter than is usually done by professional economists and 
much more intelligent treatment than they have ever been accorded by 
professional socialists. Schumpeter distinguishes socialization in a state 
of maturity from the case of premature adoption. Maturity can be diag- 
nosed chiefly through the following symptoms: completion of adjust- 
ments to technological progress “in leading lines” (such as electrifica- 
tion); convergence of the interest rate toward zero (but not merely 
through governmental policies); concentration of industry in large 
bureaucratized corporations (e.g., the bulk of the industrial capital of the 
nation must be in the hands of firms having at least 50 million dollars 
of assets, because “corporations smaller than this will not in general 
lend themselves easily to socialization” [p. 224]); and political pre- 
paredness for, or psychological acceptance of, socialist ideas on the part 
of the masses (so that no strong resistance is put up). 

The transitional problems will be simplified if the socializers “leave 
the farmers substantially alone” (p. 221) and, at least temporarily, 
permit the small craftsmen and the small independent retailers to con- 
tinue their jobs for profit. A necessary condition of success is that the 
managing personnel of the capitalist large-scale concerns is kept at the 
helm of the socialized enterprises. (Real radicals, I suppose, will find 
this dictum most unsympathetic.) For the case of premature socializa- 
tion Schumpeter furnishes the following recipe: inflation as an always 
ellective means of partial expropriation and disorganization of bourgeois 
society; and one-stroke socialization because unsocialized industries 
might cease to function properly under a hostile socialist regime. But to 
this recipe Schumpeter adds a warning: premature socialization “can- 
not benefit, either in the short or in the long run, anyone except those 
who engineer it” (p. 228). Finally, if we are too humane to wish for the 
terrors of premature socialization, and too impatient to wait for sociali- 
zation in the “fullness of time,” there is still the possibility of gradual 
socialization under a capitalist regime. For this alternative, too, Schum- 
peter obligingly offers his advice. 

In Part IV, on “Socialism and Democracy,” Schumpeter wants to 
examine the assertion of the mutual incompatibility between these two 
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methods of economic versus political organization. He admits that the 
socialist parties of the past were democratic only if and in so far as jt 
fitted in with their momentary party politics. This was true even for the 
Social Democrats; to call themselves so “was for them a matter oj 
common prudence” (p. 239). But Schumpeter chooses, as the basis for 
his answer to the question of compatibility, neither the historical record 
of the socialists nor the sociological approach which he had so ingen. 
iously employed in his analysis of capitalism. He chooses, instead, the 
formalistic method of examining the logical possibility of a democratic 
socialism, starting from the definitions which he formulates for the 
conceptual scheme “democratic process.” In two highly interesting 
chapters he sets forth the “Classical Doctrine of Democracy” and his 
own theory of democracy. Then he draws the inference and shows that 
a socialist system built according to his blueprint might use the demo- 
cratic process as he defines it. Might use—but will it? This Schun- 
peter does not believe himself; personally he thinks that socialism will 
more likely mean dictatorship. Too bad that he spent seventy pages to 
prove what may be possible, but only a few lines to state what is more 
probable. 

Part V of the book is really an appendix or might have been a 
separate booklet: “A Historical Sketch of Socialist Parties.” But even 
if it is not an integral part of this book, it is an excellent piece of work. 

Is an evaluation of the book as a whole needed after this full report 
of its ways and means? I do not think so. Read it yourself and even if 
you, in places, may dislike what Schumpeter says, you will always like 
the way he says it. Schumpeter’s literary style is grandiose: it is almost 
too good for a book with scientific ambitions and achievements; for it 
distracts the reader, slows him down and makes him pause—for ap- 
plause, so to speak. 
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THE FUTURE OF LATIN AMERICAN DOLLAR BONDS 


By H, C. WALLIcH* 


A reappraisal of the future of Latin American dollar bonds is sug- 
gested at this time by a variety of factors arising out of the war and 
the needs of post-war reconstruction. In the first place, a great im- 
provement in the financial situation of the debtor countries has oc- 
curred since the early part of 1941. Secondly, the defaulted bonds have 
acquired increased significance as a factor affecting our relations with 
our neighbors. Finally, a satisfactory settlement of the defaults would 
greatly improve the prospects of private foreign lending aiter the war. 
This paper will therefore attempt to review briefly the causes of the 
defaults, discuss the conditions of a fair settlement, and suggest alter- 
native methods of reaching such a settlement. 


I. Some Comments on the Causes of Default 


The causes of the defaults are well known and require little further 
elaboration. Caught between falling raw material prices and a diminish- 
ing volume of exports, many Latin American countries found them- 
selves faced with the virtual impossibility of continuing their debt 
service. Chile’s exports in 1932, for instance, amounted to no more 
than 500 million pesos, as against 2,280 million in 1929, while the 
service of her foreign debt required 160 million pesos for interest and 
amortization, and 440 million on account of short-term maturities.’ 
Thus, in Chile’s case there was hardly an alternative to at least tem- 
porary suspension of payments. 

Critics of our foreign lending during the 1920’s have frequently 
claimed that overoptimism, if not downright irresponsibility, on the 
part of the underwriters was the major cause of the defaults. Without, 
however, attempting to deny that insufficient care was exercised, and 
that Latin American countries were encouraged to borrow excessively, 
one may question whether these factors were decisive. If the depression 
of the 1930’s had been mild, and if the steady expansion of world trade 
and capital exports had continued thereafter, defaults probably would 
have been infrequent and could have been settled without much diffi- 


* After pursuing graduate study at Harvard University, the author has been engaged 
in security analysis and banking. 
‘Banco Central de Chile, Boletin Mensual, Aug., 1931. 
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culty. THe successful British reorganization of the Argentine debt a 
the end of the 1890’s exemplifies this possibility. The enormous shrink. 
age of foreign trade, however, which actually took place after 1929 
together with the almost complete cessation of foreign lending, placed 
the Latin American debtor countries in a position where most of them 
would probably have found the maintenance of even a smaller debt 
service excessively burdensome. Thus, it is the unprecedented severity 
of the depression rather than the negligence of the underwriters which 
must be regarded as the primary cause of the defaults. 

The view that negligence was only a minor factor is further strength- 
ened when we recall the change in debtor psychology which clearly 
took place during the 1930’s. Latin American belief in the sanctity of 
contracts was undermined by the British default on the war debt, 
Germany’s failure to make payments on the greater part of her inter- 
national obligations, and the derogation of the gold clause in the United 
States. The ethical aspects of debtor-creditor relationships were pushed 
into the background by the crushing impact of the depression and took 
on the appearance of a luxury which could no longer be afforded. The 
question to “pay or not to pay” thus tended to be reduced to a simple 
utility calculus: Did the advantages of maintaining a good credit record 
constitute an adequate reward for the sacrifice of continued payments? 
Or was it better to give up the hope for future loans in order to relieve 
the agony of servicing the old? Faced with this question, nearly all our 
South American debtors decided in favor of default, regardless of the 
relative size of their debt. Under these circumstances, it seems fair to 
conclude that greater restraint on the part of underwriters would have 
averted default only in isolated cases, although smaller loans would of 


course have mitigated the extent of the disaster which befell American 
investors. 


II. The Debtors’ Ability to Pay 


It was noted above that most Latin American countries could prob- 
ably have serviced their debts, although perhaps not without difficulty, 
if the prosperity of the 1920’s had continued. Whether the relative 
prosperity of 1936 and 1937 would have permitted the resumption of 
full debt service at that time is a question which generally was not put 
to the test, since in most countries the willingness to pay, unlike the 
ability, remained at a low ebb. The depression of 1938, the outbreak of 
the war, and the fall of France successively blasted whatever hopes the 
bondholders may have entertained of a resumption of service. By late 
in 1940, the countries of Latin America had lost practically all of their 
continental markets, a development which showed itself in the less 
favorable turn taken by their trade balances. By the end of 1941, 
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however, the war requirements of the United States had offset, and in 
some cases more than offset, the disappearance of former customers, 
and trade balances generally began to look much more satisfactory. 
This reversal was reflected in larger central bank foreign exchange 
reserves, and in rising quotations for the defaulted dollar bonds. The 
table below shows the amounts of these bonds outstanding for some of 
the countries where important defaults have occurred, together with 
trade balances adjusted for gold and silver production, and central 
bank reserves. 
DoLLAR BONDS, TRADE BALANCES, AND EXCHANGE RESERVES OF SIx LATIN 
AMERICAN COUNTRIES* 


(In millions of dollars) 


Dollar Balance of Trade | Balance of Trade Central Bank Gold 


Bonds Out- with the with the and Foreign 
Country ‘standing and) World® United States Exchange Holdings 

in Default 

(Dec.,1940); 1941 1940 1941 1940 1942¢ 1941 | 1940 
Bolivia 60.9 +36.5 | +29.7 | +15.4 | + 2.1 15.5 16.4 7.4 
Brazil 342.5 +62.7/ + .2| +45.0] + 3.8} 156.1 | 103.1 55.5 
Chile 170.2 +58.3 | +47.2 | +63.9 | +34.0 | 37.0 32.2 29.5 
Ecuador 12.3 + 3.24 + .1) +2.4} 4+ 1.5] 13.1 5.3 
Mexico 303.8 —14.4 | +61.1} + 5.1 | +38.7 | 47.2 45.7 34.6 
Peru 85.7 +21.8 | +14.1 | + 6.4] +11.3 | 30.8 22.5 20.2 


* Sources: Foreign Bondholders Protective Council, Inc., annual reports; bulletins and 
nnual reports of central banks and chambers of commerce. 
> Trade balances have been adjusted by adding to each country’s merchandise balance the 
value of its gold and silver production, in order to give expression to the effect which this 
production has on the country’s foreign exchange position. 
Latest figure available. 
1 Estimated. 


These data indicate that in most cases a very substantial improve- 
ment in the foreign exchange position has occurred. The availability of 
exchange, however, does not insure a country’s ability to service foreign 
debts, unless the national income is sufficiently large and the tax sys- 
tem is adequate. Very little is known about the national income of 
most of the countries mentioned in the table. It may be assumed that 
at present it is running well above 1940 levels, in spite of the diffi- 
culties which wartime dislocations have created. It is questionable 
whether the high income levels of 1926-29 have again been attained. 
This may be true for some countries, but perhaps not for others. 

_ But while national income estimates, because of their inadequacy, 
tail to shed much light upon Latin American ability to pay, a survey 
of the tax and revenue situation yields some more definite conclusions, 
largely of an unfavorable nature. Customs receipts play an important 
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part in the budgets of almost all the countries in question. Owing to 
American export restrictions and to the shipping shortage, the recen: 
rise in Latin American exports has not been accompanied by an jp. 
crease of imports of normal proportions. This circumstance has helped 
to strengthen the exchange position, but it has also caused customs 
revenues to remain low, or even to decline. Colombia’s receipts from 
this source, for instance, fell from a monthly average of 2.5 million 
pesos for the year 1941 to 1.6 million for the first sever months of 
1942. The budgetary situation of many countries is likely to become 
more difficult also as their expenditures on armaments increase. 

There is a more fundamental reason, however, why budgetary prob- 
lems are likely to constitute a more serious obstacle to the service of 
foreign debts than possible deficiencies of national income. The econ- 
omy of most Latin American countries is still in the pre-industrial 
stage. Economies of this type do not lend themselves readily to the 
application of advanced methods of taxation, and thus the proportion 
of national income that can conveniently be canalized into the hands 
of the government is smaller than in the United States. The demands, 
however, that are being made upon the government for social purposes, 
such as public works, relief, unemployment benefits, insurance, and 
health, are almost as extensive in some Latin American countries as 
they are in the United States or Great Britain, even though the actual 
performance often falls far short of what is aimed at. This combination 
of modern types of expenditures and a primitive tax system is likely 
to create budgetary difficulties for some time to come. These difficulties 
are aggravated by the fact that virtually no Latin American country, 
except Argentina, has a really good domestic capital market where the 
government could finance a series of deficits without resorting to cen- 
tral bank credit and creating the danger of inflation. 

The ability to service foreign debts must be regarded from still 
another angle. The weight of a country’s debt burden changes when 
the prices of its export goods rise or fall, for in that case a correspond- 
ingly lesser or greater part of the national income must be surrendered 
in payment. There can be no doubt that up to the outbreak of the 
war, the value of Latin American debts in terms of the goods and 
services exported by the debtors had increased in relation to the time 
when the debts were created, although it had been reduced in terms of 
gold, owing to the devaluation of the dollar. At the present time, com- 
parisons are hard to make, since the prices of some of the most im- 
portant Latin American export commodities are now subject to special 
agreements between the United States and the producing countries. It 
may be that for a few countries current prices are, on the average, 
higher than those received during the 1920’s, but this is probably not 
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the general case. Moreover, some of the current high prices are being 
paid by the United States as a special stimulus to production, and can- 
not be expected to continue beyond the period of intense shortages, 
barring a world inflation leading to a permanently higher price level. 
Ij. therefore, the comparison is confined to the pre-war period, it seems 
clear that the position of most Latin American countries has deterio- 
rated as regards the amount of goods and services to be surrendered for 
each dollar of debt service. 


III. Considerations of Equity 


From the discussion of Latin American ability to pay we turn now 
to the problem of equity as it affects the defaultors and defaultees. 
The issue at stake here is the kind of compromise that would be fair to 
debtor and creditor alike in the light of the present interests and past 
benefits connected with the loans. In a discussion of this matter, we 
must of course avoid taking for granted that as creditor nation we 
must necessarily insist upon our contractual pound of flesh, since such 
an approach can lead only to a demand for the full resumption of debt 
service and a rejection of any compromise. 

The first point to be considered is the change which has taken place 
in the ownership of a large part of the bonds. At their time of issue, 
the bonds were regarded as investments which combined a high yield 
with a fair degree of safety. Their original purchasers could hardly 
have been interested in capital appreciation. The “investment” char- 
acter of these securities, however, has been completely destroyed by the 
defaults, and the bonds have now become an object of rank speculation. 
They have thus become unsuitable to the portfolios of their original 
holders, and it is to be assumed that a large part has been sold. Some 
small evidence of this is provided by the relatively large volume of 
trading in these bonds, although it is quite possible that during recent 
years there was only a minor quantity in the market which was turned 
over rapidly. The Foreign Bondholders Protective Council believes’ 
that a major portion of the bonds is still held by the original purchasers, 
but the Council has no completely accurate means of establishing this. 

The view that there has been a major change in the ownership of 
the bonds leads, of course, to the familiar contention that the resump- 
tion of debt service would not benefit many of the original purchasers, 
but would chiefly create profits for speculators who bought the bonds 
at low prices. From there it is only a short step to the assertion that 
resumption on a major scale is not warranted. 

How much weight one wishes to give to this argument is very much 


‘Foreign Bondholders Protective Council, Inc., Annual Report, 1938, p. 6. 
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a matter of personal opinion. One may say, on one hand, that there js 
little justification for imposing a considerable burden upon a whole 
country in order to give speculators a profit (always assuming that the 
bonds are now largely held by such interests, which is not Certain), 
On the other hand, it does not readily follow that a change in the per- 
son of the creditor should relieve the debtor from his moral obligation 
to pay for the benefits he has received. 

Questions have been raised at times concerning the extent to which 
the debtors actually benefited from their borrowing. It has been argued 
that a substantial part of the loans was not invested productively, but 
was wastefully spent by the governments in power. Thus the borrov- 
ing countries failed to derive adequate benefits from the loans and 
hence, it is claimed, should not be expected to make repayment in full 
That these charges of wastage contain a good deal of truth can hardly 
be denied. It is also clear enough that the unproductive expenditure of 
loan funds did not increase the borrowers’ capacity for repayment. It 
is less obvious, however, that a creditor should be asked to relinquish 
part of his claim on the debtor merely because the latter failed to make 
good use of the money. 

Such generosity, however, could not unreasonably be expected of 
the creditor if he himself had derived substantial advantages from his 
own lending. Precisely this seems to have happened in the case of our 
foreign loans. It would be foolish, of course, to suggest that the indi- 
vidual buyers of these bonds derived anything but grief from their 
investments. The United States as a whole, however, gained advantages 
which very probably even exceeded the losses that were suffered. Al- 
though at first sight this assertion may meet with considerable skepti- 
cism, it is rendered plausible by the following considerations. 

It was pointed out by Professor Hansen in his testimony before the 
Temporary National Economic Committee* that the American pros- 
perity of the 1920’s was due not to any inherent characteristics of our 
economic system, but to the codperation of a number of stimulating 
factors. One of these factors was the high level of our exports, paid for 
in part with the proceeds of our loans. It cannot, of course, be proved 
that the loans increased exports by an equal amount. Since, however, 
most countries had only limited exchange reserves of their own, 10- 
sufficient to permit a continuously passive current balance, a fair pre 
sumption exists that the increase in exports was roughly equivalent to 
our loans. These additional exports produced an export multiplier 
effect and thus tended to raise national income by a multiple of their 
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National Economic Committee, Pt. 9, Savings and Investment (Washington, Supt. Docs 
1940), p. 3513. 
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own value. From this gross gain in national income we must of course 
jeduct the losses suffered through the default of the loans, in order to 
arrive at the net gain attributable to the loans.* But these losses have 
been smaller than the loans themselves, since the defaulted bonds still 
retain some market value. Hence their subtraction from the gross gains, 
which were larger than the loan-induced exports (which we have as- 
sumed to be equal to these loans), still leaves a considerable margin of 
net gain for the United States.° 

The question may be raised whether, in the absence of loans to Latin 
America, domestic investment would not have been larger, enough per- 
haps to make up for the lower volume of exports. If the disappearance 
of Latin American borrowing would have caused interest rates in the 
United States to decline, and if the marginal efficiency of capital func- 
tion had been elastic enough, home investment might have been stimu- 
lated to the point where the loss of exports would not have resulted in 
4 decline of national income. The first of these conditions, a lower level 
of interest rates, might easily have been realized in the absence of loans 
to Latin America. Fulfillment, however, of the second, a sufficient elas- 
ticity of the marginal efficiency of capital function, is very difficult to 
visualize in the light of recent investigations regarding the effect of 
interest rates on investment.® Moreover, the stagnation of the export 
industries would, via the acceleration principle, have caused a shrinkage 
of investment in that sector.’ It thus appears very unlikely that the 


If we think in terms of goods, the loss is represented by the commodities shipped 
road; in monetary terms it consists of the losses of security holders. No opinion is 
expressed as to the incidence of the loss, but it is obvious that by far the heaviest part 
{ the burden, if not all of it, rested upon the security holders. 

If the analysis of gains and losses from foreign lending were approached along the 
nes suggested by Keynes in his Treatise on Money (the assumption of full employment 
deing implicit in his treatment) the conclusion that the United States lost on balance 
| hardly be avoided (J. M. Keynes, A Treatise on Money [New York, Harcourt 
e, 1930], Vol. I, pp. 344-45). The same result would probably be reached by apply- 
Ohlin’s analysis, which, unlike that of Keynes, envisages the possibility that the 
erms « f trade may turn in favor of the lending country (see B. G. Ohlin, Interregional and 
‘nernational Trade {Cambridge, Harvard Univ. Press, 1933], and numerous of his 
articles). It is hard to conceive of an improvement in United States terms of trade which 
have compensated for the losses suffered from defaults. The assumption of full 
ment, however, which underlies both Keynes’s and Ohlin’s treatment, greatly re- 

s the validity of their argument. In the General Theory, Keynes, of course, has altered 
. ipproach (J. M. Keynes, The General Theory of Employment, Interest, and Money 
‘ew York, Harcourt Brace, 1936], p. 335). 

Cj. J. E. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effects 
Test Rates,” Oxford Economic Papers, No. 1 (1938); also J. Franklin Ebersole, 
‘niiuence of Interest Rates upon Entrepreneurial Decisions in Business—A Case 
dy,” Harvard Bus. Rev., Vol. XVII (1938), pp. 35-39. 
he other hand, such increase as might have taken place in the demand for the 
of industries producing domestic investment goods would, via the same principle, 
mulated additional investment in these industries. 
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ing into account the loss on investments is less certain. Moreover, we 
must remember that no proof can be presented of the equality between 
loans and additional exports which the argument assumes. Thus the 
claim that the United States gained by making loans which later wen; 
into default can be made not with full assurance but only, I believe 
with a fair degree of probability. 

These arguments lay no claims to novelty of analysis. The gist oj 
them is contained in a motto sometimes cited in Keynesian circles: 
“°Tis better to have lent and lost than never to have lent at all.” Bur, 
whereas Keynesians have made this view the basis of recommendations 
for increased foreign lending, it is employed here to emphasize that a 
country ought not to be too insistent upon receiving full payment for 
loans it made in the past. Such reflections cannot be expected to pour 
balm upon the wounded spirits of individual American investors who 
lost their money in Latin American dollar bonds. They do point the 
moral, however, that as a matter of equity these investors have per- 
haps as fair a claim against their own country, which benefited from 
their lending, as against the foreign recipients of the loans. 

As a final point, we may mention briefly the political aspects of the 
defaulted bonds, although these lie somewhat beyond the scope of 
this article. During the war, the United States has a twofold interest 
in Latin America. One is to receive the largest possible quantity oi 
war materials, and the other, to prevent the enemy from gaining a 
military or political foothold in that part of the hemisphere. This de- 
sire of ours to keep the Axis out of Latin America we can best achieve 
by maintaining a codperative attitude, even though Latin American 
dependence on our exports might enable us to bring some pressure 
to bear. A tactful and restrained handling of the debt situation seems 
therefore in order. Such a policy would not, of course, be in the financial 
interest of the individual bondholders with whose money it would in 
fact be paid for. Again it may therefore be suggested that the sacrifice 
imposed upon the bondholders on behalf of larger national interests 
may perhaps entitle these holders to some form of compensation. — 

We can now draw up a balance sheet of the arguments presented in 


*Strictly speaking, a reéstablishment of equilibrium at the old level of income, in the 
absence of Latin American loans, would have been possible only (barring changes in the 
quantity of money) if either the liquidity preference function governing the demand for 
inactive funds had been completely inelastic, so that a small reduction in the demand for 
transaction money would tend to produce an infinitely large fall in the rate of interest, 0" 
if the elasticity of the marginal efficiency of capital function had been infinite below the 
relevant point. Otherwise, ceteris paribus, equilibrium could have been established only # 
a lower level. 
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gain from increased domestic investment could have equalled the gain 
from loan-induced exports.* Whether this would remain true after tak. 
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the two preceding sections, from which we may be able to determine 
how much the debtors should pay on grounds of fairness and financial 
capacity. On the side calling for large payments we must enter the 
comfortable foreign exchange position of most of the debtors, and the 
possibility that a major part of the outstanding bonds is still being held 
by the original buyers. On the other side, pointing toward smaller 
payments, we have the budgetary difficulties and the increased value 
of the debts in terms of goods and services, the fact that many of the 
bonds were resold to speculators at low prices, the presumption that 
we have on balance benefited from our lending, and, finally, considera- 
tions of a political nature. Evidently, the arguments in favor of smaller 
payments are more numerous, and one may say perhaps that among 
them are also the weightier ones. A generous policy toward the debtors 
is therefore recommended. 


IV. Methods of Payment 


With the recommendation that Latin American countries be asked 
to make no more than moderate payments on their debts, we have 
covered the quantitative aspect of our problem. Its qualitative side, to 
which we now turn, is concerned with the form which these payments 
are to take. The discussion will be carried on without reference to 
particular countries, but it need hardly be emphasized that, in applying 
the conclusions to an individual country, its economic condition must 
be kept in mind. 

There are two major roads along which a solution may be sought: 

1) settlement of the defaulted debts, involving resumption of regular 
service; and (2) repurchase of the bonds by the debtors, i.e., generally 
the governments of the respective countries. The resumption of regular 
service, which may be termed the orthodox method, will be considered 

Orthodox Method. A standard procedure, exemplified by a recent 
settlement,’ is to keep the principal of the debt intact, with or without 
accumulated interest, and to reduce charges to what appears to be 
a bearable amount, or what the debtor is willing to pay. This method 
has obvious advantages from the viewpoint of the creditor, but it has 
also certain disadvantages. Even if the interest rate is kept low enough 
to make the maintenance of regular payments easy, the problem of 
dealing with the debi at maturity remains. Unless the standing of the 
debtor should improve extraordinarily, refunding at these rates will 
be impossible, and the old problem will reappear in a new form. 


: The settlement offered by the Colombian Government for its defaulted dollar bonds. 
‘!. Foreign Bondholders Protective Council, Annual Report, 1940, p. 31. 


[Jung 
al 
tak- 
we 
Ween 
S the 
went 
leve, 
st of 
Cles 
bu, 
lons 
at a 
for 
ur 
wi 
+h 5 
per- 
rom 
the 
of 
rest 
of 
pa 
de- 
Ve 
Ire 
ms 
ial 
In 
ce 
sts 
II 


330 THE AMERICAN ECONOMIC REVIEW | June 


Furthermore, unless an improvement in the debtor’s credit standing 
does occur, the settlement will not cause a rise in the price of the bond; 
to anywhere near par.** In other words, the original purchasers cannoi 
get their money back in the form of a return of the bonds to par for 
a long time, if at all. As a partial remedy, a large sinking fund might 
be suggested which would sharply reduce the principal at maturity and 
would also provide some market support. But if the total burden of 
debt service is not to be increased, a larger sinking fund would necessi- 
tate a correspondingly lower interest rate. Carried to an extreme, this 
method becomes identical with simple repurchase, which is discussed 
below. It seems clear, therefore, that the benefit to bondholders in 
terms of restoration of market values is disproportionately small com- 
pared to the effort required of the debtor in terms of interest payments, 

These aspects would be taken into account by another type of settle. 
ment, involving a scaling-down not only of interest, but also of prin- 
cipal. This permits the debtor to pay approximately the old rate of 
interest on the reduced capital amount, tends to bring nominal and 
market values somewhat more in line, and makes eventual refunding 
easier. From the creditor’s as well as the debtor’s point of view, the 
method therefore has certain advantages. On the other hand, it does 
not relieve the debtor of the burden of current debt service, and it de- 
prives the creditor of all hope of getting his money back. 

In either case there remains outstanding a large amount of bonds 
which are unlikely to become sound investment media in the near 
future and may even go into renewed default. It must be questioned 
whether the interests of true investors are served by inducing them 
to retain speculative securities of a type which they probably would 
not at present wish to acquire. It might be more to their advantage if 
they were given an opportunity to “get out” at prices somewhat better 
than those now prevailing and to switch into securities more suited to 
their needs. Sound investment policy probably would have dictated the 
sale of these bonds long ago, for their position is not that of defaulted 
bonds with a good first lien, which can be expected to come out well 
in the eventual reorganization and may accordingly be kept in an 
investment portfolio. They rather are in the nature of a speculation 
on the recovery of international trade to 1929 levels. 

A third possibility is the exchange of the defaulted bonds, at pat 
or otherwise, against new bonds in the currency of the debtor country. 
To make this approach workable, however, the country might have t0 
apply strict exchange control in order to avoid immediate dumping 0 
the new securities on the local market and withdrawal of the proceeds 
Even if this difficulty could be met, the method would place a premium 


” The new Colombian 3’s of 1970 are selling between 40 and 50. 
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June 
ding Hg on future exchange depreciation and thereby increase the risk assumed 
ond: by creditors. The debtor meanwhile would still have to face the prob- 


lem of providing for the transfer of the debt service, unless the with- 
drawal of interest and sinking fund payments were prevented by ex- 
change control. 

All three types of settlement have in common the creation of a fixed 
debt service and the imposition of a steady burden upon the budget 
and the balance of payments. It would be inopportune to conclude 
such settlements at the present time, regardless of their general merits 
or demerits, since it is uncertain how they would work out under post- 
war conditions. 

A proposal contained in the Final Act of the recent Rio Conference 
ofiers a means of circumventing this dilemma. The proposal reads: 
“That the service of financial obligations incurred to maintain and 
stimulate production in each country be made conditional, insofar as 
possible, upon the proceeds of its exports.”"’ According to this pro- 
posal, annual remittances would be based upon some percentage of 
exports, perhaps following the system that Chile has established for 
her partial foreign debt service. The qualification, “obligations in- 
curred to maintain and stimulate production,” seems to indicate that 
reference is made to the loans currently being made by the United 
States government, rather than to the bonds that have long been 
outstanding. One might, however, consider extending the principle to 
the old debts as well. By protecting the debtor countries during bad 
periods, their economic stability would be promoted, and it is quite 
conceivable that in the long run bondholders would fare better with 
such variable returns than with a regime of rigid interest payments 
interrupted by recurring defaults. On the other hand, the obligations 
would be converted into mere income bonds, little different from com- 
mon stocks, and would thus become objects of speculation almost as 
volatile as the defaulted bonds now outstanding. From the viewpoint 
of the investor, therefore, the bonds, if reorganized on this basis, 
would still remain an unsuitable medium. From the viewpoint of the 
debtor countries, it might be questioned whether the presence in the 
market of such obligations would help their general credit standing. 
For these reasons it must be concluded that a variable debt service 
is primarily suited to obligations that are not held by ordinary investors 
and are not traded in the market, i.e., to debts owed to the United 
States government, and that the Rio proposal can scarcely be advan- 
tageously extended to the defaulted bonds. 

Repurchase. When a debtor is fully servicing his bonds, and these 


| Third Meeting of the Ministers of Foreign Affairs of the American Republics, Final 
ict, Resolution II, Clause 8. 
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are nevertheless selling at a discount, his right to reduce the debt o, 
advantageous terms by repurchasing some of the bonds in the open 
market cannot be questioned. A very different problem arises when re. 
purchases are made after the bonds have depreciated owing to sys. 
pension of service, for in that case the repurchasing debtor is profiting 
from his own default. For many years, a number of countries hay 
been repurchasing their partially or wholly unserviced bonds. Some are 
doing it as part of an officially proclaimed policy, others more or les 
disguisedly. Criticism of this practice has been bitter. In spite of the 
ethical problems involved, however, I believe that repurchase under 
present conditions is not only defensible, but that for the time being 
it constitutes the best method of dealing with the defaulted bonds, not 
merely from the viewpoint of the debtor but to some extent even from 
that of the bondholder. 

The reasons are these: Those who condemn repurchase claim that 
when funds are available for this purpose, they are also available for 
at least partial interest payments and should be so used. This assertion 
may be true in some cases, but not necessarily in all, since the ability 
to pay interest depends not only upon the availability of exchange, but 
also upon current revenues. The difficulties concerning the latter have 
already been mentioned. Repurchases, on the other hand, can be 


serves 
now, t 
and n 


Var 
financed with a loan to the debtor government from its central bank. purch 
Such a loan would not be inflationary, since the central bank merely Hs ¢ 
substitutes a claim on the government for part of its gold and exchange shippi 
holdings, while the government replaces its foreign debt with one to Hi pow | 
the bank. The cost of the loan would be very small, since the govern- Hi );-} 
ment would probably recoup most of the interest it would pay through & ont. 
the usual participation in central bank surplus profits. stock 

But whether regular interest payments could be effected in place price 
of repurchase or not, the latter method is advantageous because it HM ..4 ¢ 
avoids the drawbacks of a rigid settlement. These drawbacks have Hi temp 
been discussed above; briefly summarized, they are that a permanent 9»; , 
burden is created for the debtor, that the resulting bonds do not, in HM ¢, th, 
the near future, seem likely to become a sound investment medium, Th 
and that consequently the original holders who have not sold out cannot BM 5); 
soon, if ever, hope to get their money back. Repurchases on a large HM i). 
scale would probably drive up the price of bonds by about as much 45 3 wel) 
a modest settlement could. Speculative holders would therefore be “ap 
served equally well by either method. Investors looking for current 10- a rep 
come would not benefit directly by the price rise, but would have at TI 
opportunity to sell at better than present prices. This, as suggested ts th 


above, is what sound investment policy dictates, and hence many in- 
vestors probably would liquidate and switch into income earning assets. 
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Under these conditions, a very large part of the outstanding bonds 
could be bought in well below par, if the exchange reserves of the 
respective countries permit. On the remaining part of the debt, a 
settlement could be made much more easily. If the amount were small, 
resumption of payments at the original rates might even be contem- 
plated, which would give the debtor country a technically clean record. 
For die-hard investors who refuse to accept anything less than par, 
such long-run prospects should not be much less encouraging than the 
results of a settlement now at reduced rates, which would still leave 
, large volume of bonds selling at heavy discounts. The elimination 
of part of the old debts with their unfortunate background would un- 
doubtedly have a favorable effect on the general credit standing of 
Latin American countries. 

A great advantage of repurchase is that the strong exchange position 
resulting from the war would be fully utilized. There is no means of 
knowing what this position will be after the war, but it may very well 
be less favorable to Latin America than it is now. If part of the re- 
serves that are currently being acquired are not used for repurchases 
now, the chances are that after the war they will be utilized for imports 
and not for the service of foreign debts. 

Various problems will have to be solved before large-scale re- 
purchases can successfully be carried out. The first is the availability 
of exchange, which will depend upon the duration of the war, the 
shipping situation, United States export priorities, and the volume of 
new loans. The second is the domestic financing of these operations, 
which presumably would be carried out by the governments or the 
central banks. The method of effecting the purchases on American 
stock exchanges will have to be considered, as well as the appropriate 
price range, which should be governed by the considerations of equity 
and financial capacity set out above. It is not impossible that an at- 
tempt to buy up a large part of each issue over a short period would 
put up prices to a point where the operation ceases to be interesting 
to the debtor. In order to avoid this, the debtor might ask for tenders. 

This raises the question whether the whole procedure should be made 
public, or whether the method of anonymous repurchase, which pre- 
vails at present, should continue. Ethical questions enter into this as 
well as purely financial considerations. Another possibility is to make 
the repurchase price subject to negotiations between the debtor and 
a representative of the creditors. 

_ The various suggestions discussed in this section may be embodied 
in the following proposals: 

1. Repurchases should be carried out on as large a scale as the need 
lor maintaining adequate exchange reserves will permit. 
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2. No permanent settlements should be attempted before the pos. 
war pattern of international finance has become discernible. At tha 
time, the bonds still in the hands of private owners should be settled 
on a fixed basis with a reduction of interest and probably also of capital 

3. The service of debts owed to the United States government, iy 
so far as it is not included in whatever arrangements may be maze {or 
Lend-Lease obligations, should be made contingent upon the exports 
of each country. 


V. The Position of the United States Government 


The treatment which most of the debtor countries are currently 
giving to their dollar bonds corresponds in many respects to the recon- 
mendations which have been made in the preceding section. Re- 
purchases are being carried on in substantial volume and at low prices; 
partial interest payments, where they are being made, continue at low 
rates; in general, therefore, the debtor countries are not allowing their 
dollar debts to become a burden to them. Nevertheless, the present 
situation cannot be called satisfactory. A somewhat more systematic 
procedure seems to be called for, which would insure a clearing up 
of the defaults, in one way or another, within a reasonable time. More- 
over, there is reason to think that even a liberal interpretation of our 
criteria of equity and financial capacity would, in certain cases, point 
toward larger interest payments and higher repurchase prices than 
currently prevail. 

Whether conditions satisfying these criteria are likely to emerge 
from the free play of market forces is quite uncertain. Negotiations 
between the debtor countries and the bondholders, on the other hand, 
seem to offer very little promise to the latter, because of the holders 
weak bargaining position. This weakness derives from the fact that the 
bondholders cannot hold out to the debtors any immediate prospects 0! 
further loans in return for a satisfactory settlement, and from the 
further fact that the debtors at present are not particularly interested 
in such prospects, since they can borrow freely from the United States 
government. Through its lending operations, our government has be- 
come the most important factor in the situation. It has also acquired 
a certain interest in the treatment which Latin American countries give 
to their dollar bonds, because payments made in connection with the 
bonds may affect the disposal of the loans now being granted, or the 
chances for their eventual repayment. The intervention of the United 
States government in the dollar bond question is thus called for on two 
counts: first, because without it a fair solution is not likely to be 
reached, and, second, because the government has itself acquired a stake 
in the situation. 
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Some recognition has already been given to these new responsibilities. 
Abandoning the policy of non-interference in private debt situations 
which was proclaimed by President Roosevelt in 1933, the govern- 
ment, through the State Department, has codperated in settling de- 
qults.? Under the Good Neighbor policy, there is of course little 
sope for applying pressure to reluctant debtors. As evidence of the 
sovernment’s unwillingness to use pressure methods, it may be recalled 
that apparently no attempt has been made to tie up the liberal loans 
which began to be made in 1940 with demands for resumption of service 
{ the defaulted bonds. 

It is therefore to be expected that if and when the government 
should intervene, the respective debtors will be treated very con- 
siderately. Such a policy would be in accord with the recommendations 
expressed in this paper. It must not be forgotten, however, that these 
recommendations were formulated on the basis of broad national 
interests and that they involve a sacrifice of the interests of the bond- 
holders, particularly of the original purchasers of Latin American 
bonds who have not sold their holdings. While at times it is necessary 
to pursue general interests at the expense of a special group, it could 
perhaps be avoided in ‘the present case. The government might see 
to it that the original holders be given special consideration, either by 
the debtors themselves, or at the government’s own expense. In the 
latter case, the cost of effecting a fair settlement which serves our 
national interests would fall upon the nation as a whole, which is where 
it properly belongs. 

The government’s intervention, however, might also take a different 
lirection. The view might prevail that in the interests of post-war 
stability the debtor countries ought to conserve their exchange reserves 
in full, instead of partly using them up in debt payments, particularly 
via repurchases. In that case the government might, with a generous 
and ultimately perhaps not even unprofitable gesture, take over the 
outstanding bonds at market prices, preferably making special pro- 
vision for original holders. Decisions as to the amount and the method 
If eventual repayment might then be left for the post-war era, when 
they could be integrated with other international arrangements now 
under discussion. 


Cf. Foreign Bondholders Protective Council, Inc., Annual Report, 1940, p. 31. 
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UNEMPLOYMENT IN THE THEORIES OF Schur 
SCHUMPETER AND KEYNES gee 
By E. G. BENNION* strength 
explaini 
If thi 
Professor Lange, in his review of Professor Schumpeter’s Busines: He "0" 
Cycles, has suggested that “It is not at all clear how the employment fmm". 
cycle can be tied up with Professor Schumpeter’s theory.”* Moreover, Mg °" ' 
one could scarcely fail to garner from Professor Lange’s review the fag" ™ 
impression that cyclical unemployment is not an integral part of fm 2°" 
Schumpeter’s schema. One of the purposes of this paper is to demon- Mim "“°° ° 
strate that cyclical unemployment is an integral part of Professor fmm S°"* 
Schumpeter’s theory and to tie in the employment cycle explicitly with f°!" 
that theory. 
Lange has also stated that the real weakness of Schumpeter’s theory 
is “. . . the lack of an adequate theory of employment (in the sense of Soha 
Mr. Keynes) to serve as a basis for the theory of the business Mi .:.) . 
cycle.’”* Aside from the fact that a theory of employment is obviously HMR joss cy, 
unnecessary as a basis for a theory of the business cycle, this criticism 9 ,. p;;< 
is perfectly valid. verity 
It is, however, frequently forgotten (often even not recognized) in ome 
that Schumpeter in his Business Cycles and Keynes in his Genera BM i.< of 
Theory of Employment, Interest and Money are primarily concerned pining 
with two quite different things. This tends to foster, at best, the con- In th 
clusion that the two theoretical schemata are totally unrelated and, at unempl 
worst, the conviction that the two theories are mutually exclusive. Is H yj}, ¢, 
it not conceivable that the two are, at least under certain circumstances, HM p\ovme 
complementary rather than antithetical? Does not each theory perhaps Hi 
fill, under certain conditions, a gap present in the other? cw a 
Keynes sets for himself the problem of explaining involuntary ur vite: 
employment. To solve this problem he proceeds on the assumption 0! 3 would be 
unchanging production functions. His theory is not, however, logically segs 
self-contained (although his conclusions certainly retain practical Kern 
significance) in the sense that his determinants can indefinitely cot- the adva 
tinue to take values which yield an involuntary unemployment equ cae 
* Formerly an instructor and tutor in economics at Harvard University, the author 3 t § 


now Staff Economist with the Standard Oil Company of New Jersey. 
* Rev. of Econ. Stat., Vol. XXIII (Nov., 1941), p. 193. 
* Ibid., p. 192. 
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iibrium only if Schumpeter’s theory—or some other dynamic theory of 
, similar nature—is established as a foundation upon which Keynes’s 
theoretical superstructure can rest. 

Schumpeter’s essential interest is in developing a theory of the 
business cycle, changing production functions being the very heart of 
bis theory. Logically his theory is self-contained but it is vastly 
strengthened by the inclusion of Keynes’s technique as a means of 
explaining a given volume of unemployment at a given point in time. 
If this is a fair statement of the principal objectives of the two 
theories, no symbiosis of the two schemata is possible in an economy 
where “economic progress” has become entirely a thing of the past. 
If, on the other hand, “secular stagnation” is viewed as “permanent”’ 
only in the sense that adequate investment outlets may be lacking for a 
protracted length of time because the economy is in the depression 
phase of a Kondratieff, a synthesis of the theories of Schumpeter and 
Keynes is not only possible but even distinctly helpful from an analyti- 
cal viewpoint. Such a synthesis is the second purpose of this paper.* 


Unemployment in Schumpeter’s Theory 


Schumpeter’s primary concern is with economic evolution, a process 
which appears to him to unfold (under capitalism) in successive busi- 
ness cycles. He begins his treatment of the cycle with his Pure Model 
or First Approximation.* This is a two-phase cycle model of pros- 
perity and recession which starts from a stationary economy in which 
income equals consumption and full employment exists; moreover, the 
first of these conditions prevails at all successive equilibria, i.e., at the 
minima of the money income cycle. 

In this model two points call for passing notice. First, at least some 
unemployment is necessarily implicit in the model. Although starting 
with full employment (and even assuming that a return to full em- 
ployment is a characteristic of the successive equilibria), it is difficult 


‘In this paper Schumpeter’s theory is given somewhat more space than is Keynes’s and, 
reference to the synthesis of the two, I have expressed myself more in the terminology 
the former than of the latter. To interpret this as a bias in favor of Schumpeter’s theory 
vould be an inaccurate appraisal of my opinion of the two theories. I have followed the 
“curse which I have for two reasons: first, it is, after all, the connection between Schump- 
‘ters theory and the employment cycle which has been suggested as nebulous. Second, 
Keynes’ theory may safely be assumed to be more or less common knowledge; indeed, 
o. advantage (although it is also, in some respects, a disadvantage) of the beautiful 
“mpicity of this theory of comparative statics has endeared it to economists and has 

n even the layman a bowing acquaintance with it. No such assumption can be made 
tt Schumpeter’s theory. As a really dynamic theory it defies easy summation and to 
‘e through his two volumes is a formidable task which many economists have not as 
t around to doing. 


"Business Cycles (New York, McGraw-Hill, 1939), Vol. I, pp. 130-45. 
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convincingly to dispute that the down-turn would bring with it te 
porary unemployment. This follows from Schumpeter’s position ta 
for some firms the emergence of innovations spells economic death 
Several heroic assumptions are made in the Pure Model but none s1 
heroic as to assure instantaneous reémployment by other firms of 
those factors of production which become unemployed as some firms 
are put out of business. 
Second, the Pure Model demonstrates that a theory of employment 
is unnecessary as a basis for a theory of the business cycle. More pre. 
cisely, fluctuations in the volume of employment are certainly no 
devoid of causal influence in the cycle; but they become causal only 
after having been brought into existence by more fundamental fac. 
tors. This becomes even more obvious when one passes on to the 
Second Approximation. 
Express recognition is accorded unemployment by Professor Schump- 
eter in his Second Approximation. He specifically states that “Imper.-am (™?.0Y 
fections of both competition and equilibrium . . . may account for the signisic 
presence of unemployed resources independently of the cyclical process Schumy 
of evolution. We have not introduced this fact into our pure model infu "DY 
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order to relieve the latter of . . . secondary elements; but it can now master: 
be inserted . . . and be taken account of in any given case which pre-game “?°" “ 
sents them. Besides, since our process itself produces both impericc- he exch 
tions of competition and disequilibria which account for under-employ- siders. 
ment that may outlast the cyclical unit which produced it, we include, As is 
by recognizing that every cycle is heir to preceding cycles, also thaijm ““°" 
this source may contribute to the total unemployment with which any the thi 
given unit starts. This would have been circular reasoning in the Purim consun 
Model, but it meets with no objection now.” the qui 
It is important to realize, furthermore, that the Second Approxim- technic 
tion would be little more than the Pure Model under a different name fm 
were cyclical unemployment not introduced. Perfect flexibility off ese 
prices, perfect mobility of the factors of production, perfect foresight {qm "| 
and perfect competition—assumed in the Pure Model—are not a Con 
sumed in the Second Approximation. It seems quite obvious that, in ag?" 
dynamic economy, these four conditions are a sine qua non to constall deme 
full employment. Only by an extremely rigorous definition of thes ot unc 
four conditions is it possible to impute constant full employment eve fluctua 
to the Pure Model. It is, therefore, certainly not apparent how them °°" 
discarding of these four conditions can be reconciled with a constatt orem 
level of full employment and hence with a cycle in which real col aa “ 
sumption and real investment vary inversely at all times. Consequently, ~ * 

Appro 


* Ibid., Vol. I, p. 161; italics supplied. Cf 
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the Second Approximation clearly implies fluctuations in employment; 
but the fluctuating employment is not the essence of the cycle. 

It is, however, one thing to insist that Professor Schumpeter’s theory 
‘sq realistic one to the extent of recognizing an employment cycle and 
Equite another thing to say that he has an adequate theory of employ- 
ment, He has much more to say about unemployment than probably 
most people realize.° But if by “an adequate theory of employment” is 
meant one by which a given amount of unemployment can be explained 
® ith a determinateness and neatness akin to Keynes’s, Schumpeter does 
not have an adequate theory. 


An Unchanging Production Function Model 


Keynes is little concerned with the cycle; his principal concern is 
with the development of a technique by which any given state of un- 
employment can be explained. As such his theory is a brilliant and 
significant contribution to economic literature. If, however, Professor 
Schumpeter is guilty of failure to incorporate an adequate theory of 
employment in his theoretical schema, Keynes is guilty of erecting a 


7 masterful superstructure without first establishing some foundation 
vrei Upon which the superstructure can rest; for, by his rigid assumptions, 
‘oc. ve excludes the capitalistic process which Schumpeter so carefully con- 
ova Siders. 

de. As is well known, the Keynesian unemployment equilibrium can be 


io Mag Ccsctibed in terms of his four determinants: the supply of money and 
the three schedules of liquidity preference, marginal propensity to 
consume and marginal efficiency of capital. Given these, together with 
the quantity and quality of labor and capital equipment, the state of 
technique, the degree of competition and the money wage of the labor 
unit, the volume of unemployment follows automatically. Thus, in 
fag ¥ese terms, any point on a cyclically fluctuating curve of money in- 
hte come (or employment) can be neatly explained. 

a Consider, however, the implications of a sine curve (or any other 
raf Y™metrical curve) of fluctuating money income and employment— 
untfgg “° Curve being, for simplicity, devoid of trend—under the assumption 
em °' Uchanging production functions. This model represents a curve of 
of fluctuating employment, money income and real income, all three 
helm MOVing in the same direction at all times. It differs from Schumpeter’s 
nt gg O&cond Approximation in one important respect: real income is identi- 
ih: cal at successive inflection points in the unchanging production func- 
ly, “00 model, whereas real income is higher at these points in the Second 
Approximation. 


Cf, ibid., Vol. II, pp. 509-19, and pp. 561-78. 
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This is a significant difference in that it emphasizes the highly ari 
ficial nature of an unchanging production function model. More spe 
cifically, it shows the impossibility of trying to impute to Keynes , 
theory of the cycle’ on the strength of his General Theory analysis 
which does run in terms of unchanging production functions.* This ; 
so because the model is one in which—in effect, by definition—ther. 
can be no net investment or disinvestment for the cycle as a whole. 
That is to say, average real income must be unchanged from cyck 
to cycle where the cycle is represented by a sine curve of fluctuating 
employment devoid of trend and possessing the property of an w- 
changed production function. But average real income can remain 
unchanged from cycle to cycle only if net investment for the entire 
cycle has been zero. Therefore, the investment (and the increase jn 
consumption) in the upper half of the curve must be precisely offset by 
the disinvestment (and decrease in consumption) of the lower half of 
the curve; and income must equal consumption at the inflection points 
Given this state of affairs, one must have some misgivings as to the 
ability of Keynes’s determinants to continue to take indefinitely such 
values as would yield a cycle unless changing production functions are 
introduced; except, of course, if extra-economic factors (or some 
endogenous factor akin to the Tinbergen lag) are used as a basic 
explanation of the cycle. One of two things would almost certainly 
follow: (1) either the fluctuations in employment would gradually 
diminish until a stationary state of full employment was reached—a 
process in which some net investment over each successively narrov- 
ing cycle would exist, net investment declining to zero as full employ- 
ment was reached; or (2) the economy would level off at an employ- 
ment volume of the height of the inflection points (if wages were rigid 
downward )—a point at which net investment would also be zero and 
"Unless some endogenous factor, such as a Tinbergen lag, is introduced to furnish the 
impulse; theoretically, a cycle would then be possible—at least for a time. 


* This is a fact but it does Keynes less than justice. For, behind his analysis is the idea 
of a slowing down of innovation even though, by assumption, he excludes it from the 
formal body of his theory. 


* Strictly speaking, this involves the assumption that income equals consumption—that 
gross investment is precisely equal to replacement because the marginal efficiency of capital 
and the interest rate are just equated for that amount of gross investment—at the inflection 
points. It also implicitly assumes that the interest rate does not fall farther than it already 
has. These assumptions are not, in this model, so ridiculous as they may at first appear 
be; this, because the interest rate cannot fall forever and because, with an unchanging 
production function, such a position would soon be reached in Keynes’s schema once 
the interest rate ceased to fall. I do not suggest, however, that Keynes believes it likely 
that cyclical fluctuations around this point, in an unchanging production function world 
would follow, although at least one instance could be cited from which one might mnie 
this. See The General Theory of Employment, Interest and Money (New York, Harcourt 
Brace, 1936), pp. 217-18. 
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at which the unemployed would be subsidized by income recipients. 
In either event there would be a cessation of the cycle. 

It might be added parenthetically that there is no reason to think 
Keynes would not agree with this conclusion. Indeed, it is largely over 
the second alternative that he is genuinely concerned. For he wishes 
to hasten alternative (1)—-which embraces full employment—by vari- 
ous measures because he fears that private investment cannot achieve 
this end alone and because he fears that alternative (2) bids fair to be- 
come a permanent condition, consumption being assumed by him to be a 
dependent variable. 

The principal defect of Keynes’s theory is, then, that it is insuf- 
ficiently basic in the sense that the ability of his determinants indefi- 
nitely to assume values which will yield an unemployment equilibrium 
is dependent upon factors the genesis of which is ultimately traceable 
to whatever it is that makes the economy dynamic. His liquidity prefer- 
ence schedule and his marginal propensity to consume schedule rest 
almost entirely upon psychological bases; and his marginal efficiency 
of capital schedule—apparently, at least—rests very largely on the 
same basis. 

Can any other explanation possibly exist for these bases except the 
fact that the economy is a dynamic one? In a stationary economy as 
defined by Schumpeter, would there be any point in hoarding out of 
the speculative motive? Could the effective marginal efficiency of 
capital schedule outrun, first to the right and then to the left, the true 
marginal efficiency of capital schedule?*® Could the true marginal 
efficiency of capital schedule, in fact, move at all in a stationary 
economy? It is difficult to see how. If this is true, Keynes has literally 
conjured into being the frictions so indispensable to his theory. Think- 
ing primarily of the unemployment problem at given points of time, 
he has worked with unchanging production functions, yet he has, by 
implication, brought changing production functions in through the 
backdoor; just as Schumpeter, concentrating principally upon an ex- 
planation of what he believes to be the primary explanation of a dy- 
namic economy under capitalism, brings in unemployment as a causal 
factor in the cycle largely by implication rather than by explication. 

The magnitude of Keynes’s achievement should not be dwarfed by 
recognition of this defect. Once one postulates the existence of the cycle 
or of the frictions, one cannot deny the validity of the technique which 
he has developed for explaining so clearly any given volume of in- 
voluntary unemployment. 


: ‘ That at least these two schedules of the marginal efficiency of capital exist in Keynes’s 
und is evidenced by chap. 12 of The General Theory. 
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The Changing Production Function Model 


A method of synthesizing the theories of Schumpeter and Keynes js 
now quite obvious. We need merely to assume a sine curve of cyclically 
fluctuating employment, money income and real income, accompanied 
by changing production functions. In this model all three of the fluc. 
tuating elements move in the same direction, with real income showing 
a rising trend. The model is made dynamic by the innovational element 
stressed by Schumpeter; and any point on this curve of cyclically 
fluctuating employment can be explained in terms of Keynes’s deter- 
minants. 

To trace briefly the secondary effects of fluctuating employment in 
Schumpeter’s terminology requires but a moment. Starting at the in- 
flection point of any upswing, we have some given volume of unem- 
ployment. Some of this may be the result of monopoly or imperfect 
competition; some of it will be cyclical and the inheritance from pre- 
ceding cycles—an inheritance caused by the imperfections and dis- 
equilibria of the preceding cycles outlasting those cyclical units. Equi- 
librium, the existence of conditions favorable once more to further 
innovation, means entrepreneurial borrowing for the purpose of financ- 
ing the innovations. Entrepreneurial spending leads, in turn, to in- 
creasing employment and the familiar cumulative effects begin to 
unfold; and all of the other phenomena so carefully traced out by 
Schumpeter in his Second Approximation follow. 

Ultimately, temporary saturation of certain markets sets in; it 
becomes increasingly difficult to plan new things and the risk of fail- 
ure increases greatly; hence autodeflation- ushers in recession. Unem- 
ployment now flows from the effects of the innovations on some of the 
old firms and from the abnormal liquidation of the Second Approxima- 
tion. In this fashion the economy is forced down below an equilibrium 
neighborhood and into the depression phase. Moreover, secondary 
though the rdle of unemployment is in Schumpeter’s analysis, once 
brought into existence by more fundamental factors it does become 
causative. For a time, therefore, unemployment feeds upon itself, each 
increment to unemployment begetting further unemployment. 

Because the depression phase is below equilibrium, however, revival 
begins as the economy starts to grope its way back up to equilibrium. 
This it does once the depressive phase stops of its own accord, and 
Schumpeter argues that the depressive phase will stop of its own ac 
cord because of what he calls “diffusion of effects” and “depression 
business.”"* This, in turn, means a return to equilibrium accompanied 


“Among other things, he mentions unemployment in this respect: “Fach addition t 
unemployment will cause further and further unemployment but, taken individually, at 4 
decreasing rate.” Business Cycles, Vol. I, p. 135. 
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by rising money income and employment until the previous level 
identified with the inflection points of our sine curve is reached. At this 
point a cycle is completed. 

This process can be described in Keynesian terminology, but it is 
easier to do so by starting at the trough of a cycle. Excessive optimism 
in the preceding cycle having resulted in abnormal liquidation and its 
concomitant depressive factors, each trough constitutes a point below 
equilibrium. As the “diffusion of effects” and “depression business” 
make themselves felt, investment ceases to fall, reverses its trend and 
increments to investment become larger and larger. In Keynesian 
terminology we could say that these factors which encourage a rise 
in investment have shifted the marginal efficiency of capital schedule 
to the right. At equilibrium (the inflection point), the schedule begins 
to move even farther to the right under the stimulus of innovation. 
With a stable consumption function we have some given multiplier to 
apply to these successive increments to investment.’ Thus consump- 
tion also has larger and larger increments which must be added to the 
increments of investment in order to obtain money income. 

The downswing is begun by a collapse of the marginal efficiency of 
capital schedule’* and investment begins to fall, the increments to in- 
vestment now becoming smaller and smaller. Also, applying our con- 
stant multiplier to these increments of investment, the increments to 
consumption become smaller and smaller (although there is, of course, 
a lag between consumption and investment increments) until invest- 
ment ceases to fall.** 

This is the briefest of statements of the changing production func- 
tion model in Keynesian terminology. It deals with but two of Keynes’s 
four determinants: the consumption function and the marginal ef- 
ficiency of capital schedule. This is done to emphasize the réle played 
by innovation (changing production functions) as the prime factor 
behind the movements of the marginal efficiency of capital. Our state- 
ment could now be made more complete by the inclusion of changes in 
z rhe acceleration principle is purposely ignored here. In part, I have done so because 
\eynes considers only the multiplier—quite legitimately for his purpose. Mostly, however, 


‘have ignored it because assumption of a cycle of spontaneous investment in conjunction 
with a constant multiplier and a constant value for the acceleration coefficient yields not 


*ne cycle but short cycles within a longer cycle. This interesting phenomenon to which 
‘ have as yet found but one exception appears not to have been noted heretofore. 

a This is Keynes’s tentative explanation for the down-turn. See chap. 22 of his General 
heor, 


“A. H. Hansen, in his Fiscal Policy and Business Cycles (New York, Norton, 1941), 
PP 289-92, has a special case of this nature in which net investment falls to zero in the 
‘oughs. But this is not a necessary requirement, even to the Keynesian unemployment 
®quilibrium The limited data we have show only one such occurrence for annual data; 
“In that case, net investment fell to a minus figure. See S. Kuznets, National Income 


nd Capital Formation, 1919-1935 (New York, Nat. Bur. Econ. Res., 1937). 
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the supply of money and of shifts in the liquidity preference schedule 
as they follow the movements of the marginal efficiency of capital 
schedule.” The nature of these movements is, however, sufficiently 
obvious to make this unnecessary; and in tracing these one would note 
further similarities between the two theories, such as the fact that 
Schumpeter’s non-spending performs much the same function in the 
downswing as Keynes’s liquidity preference and/or propensity to con- 
sume. 


The Bases for Unemployment in the Two Schemata 


It is now clear that a synthesis, which takes Schumpeter’s changing 
production functions as the power behind spontaneous investment and 
which incorporates Keynes’s technique as a means of explaining the 
volume of unemployment existing at a given point in time, is possible 
only under the assumption that economic progress is not yet dead. If 
that assumption is dropped, the two schemata are irreconcilable. To 
drop that assumption is to define Schumpeter’s scheme out of exist- 
ence.*® 

On the other hand, if we admit the existence of economic progress, 
any short cycle situation can be described in Keynesian terminology, 
whatever the amount of unemployment in a particular case. In itself 
this is not a particularly important observation since any theory can 
be described in terms of Keynes’s technique about as well as Schump- 
eter’s can. But if we take a short cycle in which unemployment is 
relatively large—in the Schumpeter schema, a Juglar in the depression 
phase of a Kondratieff, which certainly approximates more closely 
what Keynes visualizes than does a cycle in which unemployment is 
inconsequential—we are better able to examine what lies behind un- 
employment in the two schemata. We shall find that the bases for 
unemployment are essentially the same. This is an observation of 
some importance and it does much to strengthen the conviction that 
the two theories are compatible. 

Since Schumpeter does not expressly stipulate in his theory what 
the fundamental reason for unemployment is, it is necessary to examine 


“We should not forget, however, that even then we should not have the Keynesian 
theory of the cycle. Unless one chooses the doubtful course of identifying Keynes with 
one of the various theories of the cycle advanced by his followers, it is no exaggeration to 
say that no one really knows what Keynes’s theory of the cycle is. He identifies himself 
(chap. 22 of his General Theory) with the underconsumption theory; but this is 4 
theory of crisis, “secular stagnation,” or what you will; it is not a theory of the cyce 

‘* This would mean, ultimately, either a reversion to Schumpeter’s stationary economy 
or, if one believes Keynes’s determinants to be so independent of frictional factors that 
they could exist indefinitely in an unprogressive economy, it would mean a stationary 
economy of less than full employment. 
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Ene conditions requisite to the direct variation between real income 
| money income, typical in short cycles embracing fluctuating 
ployment. 

“The first condition for this direct variation is obviously the exist- 
ence of some unemployment; for real income cannot fluctuate in the 
same direction as money income at all times, unless employment can 
move in the same direction as both of the former.’’ Secondly, we need 

superin 1pos sition of one cycle upon another in the manner of Schump- 
bter’s Third Approximation; for the existence of under-utilization 
is largely traceable to this superimposition. 

Consider what the Kondratieff cycle underlying the Juglar means 
in Schumpeter’s theory. Clearly innovations may have different periods 
of gestation and absorption of their effects; also successive cyclical 
units are not necessarily completely independent of each other; and, 
finally, cyclical units may result from processes which have effects other 
than those which show up in the cyclical units themselves.** For these 
reasons the shorter cycles more or less run their courses upon the 
backs of the longer cycles. 

What does this mean with respect to our two conditions for direct 
variation between real ‘income and money income? It means that, al- 
though both conditions are probably nearly always fulfilled, we should 
pexpect the degree of fulfillment to vary substantially over time. It 
does so vary—with formidable unemployment in the depression phase 
of the Kondratieff and with little unemployment in the prosperity 
phase of the Kondratieff. In different words, we should expect the 
tendency for real income and employment to move in the same direc- 
tion as money income during Juglars to be more pronounced during the 
downswing of the Kondratieff than during the upswing of the Kond- 
ratieff; this, because the volume of unemployment with which any given 
Juglar starts ought to be, according to this reasoning, greater in the 
downswing of the Kondratieff than in the upswing of the Kondratieff. 

We can now proceed to the real bases of unemployment in the sche- 
mata of Schumpeter and Keynes. Cyclical unemployment to Keynes 
is not what is generally called “frictional” unemployment. If this 

appears to be an unnecessary observation, let it be noted that to 
Schumpeter cyclical unemployment is, by his own words, frictional; 

dence, unless one carefully considers the sense in which each uses this 
word, misunderstanding can easily arise. 

Strictly speaking, the basis of cyclical unemployment in Keynes’s 
theory is inextricably bound up with all four of his determinants. 

" This does not mean that, given fluctuating employment, employment and real income 

‘tat ail times fluctuate in the same direction. 

‘For a detailed description of these three factors, see Business Cycles, Vol. I, pp. 166-68. 


anc 


346 THE AMERICAN ECONOMIC REVIEW [June 
Greatest emphasis, however, clearly should be placed upon the pro- 
pensity to consume. More precisely, an involuntary unemployment 
equilibrium is possible, essentially because of the prevalence of ty» 
conditions: (1) the consumption function is relatively stable {o, 
“short” periods of time, and (2) private investment cannot always 
be counted upon to fill the gap, required to be filled for full employ- 
ment, left by a propensity to consume schedule which has a slope 
smaller than unity.’® 

The basis of the propensity to consume is predominantly psycho. 
logical in character and Keynes submits an exhaustive list in this 
respect.” In a stationary economy, much of this list would disappear 
as contributing factors to net social saving, even though the interest 
rate were positive. If one concedes the validity of Schumpeter’s conten- 
tion that the interest rate would be zero in a stationary economy,” all 
of the list would disappear as factors contributing to net social saving. 
This, however, is really irrelevant since we are proceeding under the 
assumption of a dynamic economy; and, given a dynamic economy, 
Schumpeter would certainly not deny the importance of the factors 
which Keynes has listed as the reasons for the propensity to consume 
less than the whole of an increment to income. Overlooking purely 
terminological differences with respect to the definition of saving, there 
is no really important difference in the reasons for saving as between 
Schumpeter’s schema and Keynes’s schema. 

Before turning to the basis of unemployment in Schumpeter’s theory, 
we should note two other things about Keynes’s theory. First, although 
it is true that any point on a curve of fluctuating employment can be 
described in his terminology, the very fact that employment is changing 
means that we do not have a Keynesian equilibrium. Instead, although 
Keynes’s analysis is really a timeless one, employment would have to 
be unchanging, during some time, for equilibrium to exist. 

Secondly, although I think many of us have fallen into the habit oi 
thinking this is not so, Keynes does not insist that his determinants can 
indefinitely assume values such as would yield an involuntary unen- 
ployment equilibrium. Among others, two examples may be cited’ 
(1) with respect to the propensity to consume, he says that “Over 4 

” The first condition is made subject to certain qualifications, most of which Keyt 
regards as unimportant, and the elimination of changes in the wage-unit in terms 
money is necessary; but, in general, the consumption function is viewed as relatively stable 
(See The General Theory, pp. 89-98.) In the event of a collapse of the marginal e 
ciency of capital schedule, the second condition follows almost without regard to ‘ 
supply of money and liquidity preference because of the shape of the schedule 
latter, i.e., the fact that it becomes almost perfectly elastic at a low level of interest ™ 
(Op. cit., chap. 15, especially, sec. IT.) 

* Ibid., chap. 9. 

"The Theory of Economic Development (Cambridge, Harvard Univ. Press), chal 
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ong period substantial changes in the rate of interest probably tend to 
__ faffect] the subjective propensity to spend . . .”* and (2) he sug- 
- that the money supply and the liquidity preference schedule will 
have the effects which he ascribes to them “unless reasons are believed 
1 exist why future experience wil be very different from past experi- 

Professor Schumpeter calls his cyclical unemployment frictional; 
but it is not frictional as that word is generally used. This follows from 
the fact that cyclical unemployment and technological unemployment 
are, to him, exactly the same thing—technological unemployment be- 
ing taken to mean all unemployment arising from innovational dis- 
turbance, including the effects of autodeflation. Cyclical unemploy- 
ment is thus frictional in the sense that it would be stillborn in an 
economic system which possessed powers of instantaneous adaptation. 
But, recalling what we have said about the reasons for shorter cycles 
runing their courses upon the backs of longer cycles, it is all too 
evident that the process of adaptation may, at times, be a very long 
ine indeed. 

What, then, is the real basis for cyclical unemployment in Schump- 
eter’s theory? It is quite apparent that, as in Keynes’s schema, the 
basis is that the process of adaptation has not yet progressed to the 
point once more sufficiently favorable to investment to employ all 
those who wish to work at the prevailing wage rate. But this is not 
possible unless consumption refuses to fill the gap left by declining 
investment. That is to say, Schumpeter’s theoretical structure implicit- 
y assumes that consumption is a dependent variable and that the 
consumption function is, for a fairly long period, relatively stable.” 
[his is not only not inconsistent with his theory; it could even be 
argued rather plausibly that these assumptions depend, for their 
validity, upon a theory similar to his. 


13; he adds, however, that it is difficult to say in which direction the sub- 
ypensity to spend might move. 


id., p. 202; italics supplied. 
I am sure, how ever, that Schumpeter regards the consumption function as being less 
‘than it is in Keynes’s view. The pertinent fact is that Schumpeter would readily 
“tee that there is some point below which the consumption function would tend not to 


despite the tendency for it to rise in the upswing under certain circumstances (par- 
under 


the circumstance of widespread speculative gains). 
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PLAN ANALYSIS AND PROCESS ANALYSIS oposit 
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e plan 


By Kari Bope* 


Hicks’s Value and Capital, Lindahl’s Studies in the Theory of Mone 
and Capital, and Hayek’s Pure Theory of Capital contain chapters t 
explicitly discuss the logical character of the analyses developed.’ 
old distinction between economic statics (static equilibrium analysis 
and economic dynamics (dynamic equilibrium analysis) is redefin 
in modern concepts—with the usual suggestion to eschew these no 


descriptive terms—and is related to process analysis or disequilibriy et 
analysis. The problems dealt with are mainly located in the sphere ¢ chang 
dynamic equilibrium analysis; static equilibrium analysis is visualiz chane 
as an evolutionary stage of the past; a full-bodied process analysis j bev | 


hoped for as the economics of the future. 

The reflections of those chapters can be brought into systemati 
form and can be drawn out in their full significance. They then permi 
a rather neat and precise reformulation of our present views about t 
logical character of theoretical economics. 


I 


Theoretical economics is plan analysis—an analysis of consumers 
plans, producers’ plans, governments’ plans, etc. “In the followin 
statement of the general dynamic problem we have only made use 0 
one basic assumption about the behavior of the individuals concerne 
namely that their actions, for a shorter or a longer period in the future 
represent merely the fulfilment of certain plans, given at the beginni 
of the period and determined by certain principles which it is possibl 
to state in one way or another.’ Static equilibrium analysis, dynam 
equilibrium analysis, process analysis, all have in common the attemp 
to explain economic phenomena in terms of plans. The static propos 
tion that a consumer is in equilibrium when the marginal utilities 0 


* Mr. Bode is associate professor of economics at Stanford University. ; The n 
*J. R. Hicks, Value and Capital (Oxford, +939); chap. 9: “The Method of Analysis maxir 
chap. 10: “Equilibrium and Disequilibrium.” ail rmulat 
Erik Lindahl, Studies in the Theory of Money and Capital (London, 1939); Pat _— 


“The Dynamic Approach to Economic Theory.” 
A. Hayek, The Pure Theory of Capital (London, 1941), chap. 2: “Equilibrium Analy 
and the Capital Problem.” 


? Lindahl, op. cit., p. 36; author’s italics. 
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oney in all expenditure fields are equal means that a consumer’s 
on to maximize the total utility of his money is consistent in all its 
pments, if the marginal equality condition is fulfilled. The dynamic 
position that monetary equilibrium exists when the rate of savings 
uals the rate of investment means that the plans of the savers not 
consume a certain amount of their disposable income coincide with 
plans of the investors to spend more than the amortization allow- 
ces on capital goods. The process proposition that the downturn in 
me business cycles was due to a shortage of money capital means 
at the plans of the producers of real capital did not coincide with the 
ans of savers, bankers, and other suppliers of loanable and investable 
oney capital, so that there had to be a change of plans. 
Static equilibrium analysis, dynamic equilibrium analysis, and 
ocess analysis differ from each other in that the first refers to 
nstant plans of constant actions, the second refers to constant plans 
changing actions, and the third refers to changing plans of (constant 
changing) actions. In both statics and dynamics we analyze plans 
they exist, but static plans provide for purely repetitive action, e.g., 
consumption plan in a stationary state, whereas dynamic plans pro- 
de for changes in action, e.g., the plan of a saver, who, by definition, 
ust plan for a change in his wealth position. Process analysis does 
t refer to plans as they exist but as they change. Process analysis 
d dynamic equilibrium analysis differ in that the latter deals with 
anned change whereas the former deals with changed plans. Theo- 
tical business cycle analysis, for instance, would be dynamic equili- 
jum analysis, if the production plans and consumption plans them- 
ves provided for cyclical variation. As matters actually stand, the 
ty problem of business cycle analysis arises from the fact that 
oduction plans and consumption plans provide for straight progres- 
Ne action. If, nevertheless, a cyclical behavior results, theoretical 
alysis explains this in terms of the changing and re-changing of 
ans. Theoretical business cycle analysis is a part of process analysis 
d not of dynamic equilibrium analysis, because the cycle is not 
anned, but is due to cyclical changes in plans. 


II 


The most developed part of plan analysis is the consistency analysis 
maximum plans. The whole of equilibrium analysis is an attempt to 
mulate, first, the conditions under which the elements of one and 


e Sa “gem plan are consistent with each other (internal consistency 


is) and, secondly, the conditions under which different plans are 
ually compatible (external consistency analysis). Internal con- 
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sistency analysis refers to the equilibrium of the individual householj 
of the individual firm, or of any other “simple economy.” The proposi- 
tion that in equilibrium marginal revenue equals marginal cost means 
that a producer’s plan to maximize profits will be internally consistex: 
if all traceable incremental costs are equal to all traceable increments 
receipts. External consistency analysis refers to the equilibrium of thy 
market, of the industry, or of the exchange economy as a whole. The 
equilibrium of supply and demand, as represented by the Marshallian 
cross, means the mutual compatibility of the selling plans of producers 
and the buying plans of consumers. In both cases the plans, whos 
internal or external consistency is analyzed, may be either static, pro- 
viding for constant action, or dynamic, providing for changing action, 
Process analysis, too, is a form of consistency analysis: it attempts 
to explain changes in plans in terms of inconsistencies that develop 
are discovered, and are rectified. “The direction in which an entre 
preneur will have to revise his plans will depend on the direction i 
which events prove to differ from his expectations. The statement o 
the conditions under which individual plans will be compatible is there 
fore implicitly a statement of what will happen if they are not com 
patible.’ “The dynamic element lies in the incompatibility of thes 
anticipations.”* “If a set of prices is fixed on the first Monday which 
does not equate demand and supply in all markets, there will have « 
be an adjustment of prices. . . . This change of current prices wil 
induce an alteration of plans, and consequently of supplies and de 
mands; through the alteration of plans supplies and demands aré 
brought into equilibrium.’ Where the familiar dichotomy of ex anti 
ex post is used in theoretical process analysis, there too changes il 
plans are explained in terms of inconsistencies of plans, namely, i! 
terms of divergencies of ex ante planned actions and ex post observet 
results.° The whole matter can be put in a different way: proces 
analysis explains changes in plans as attempts to make inconsistet 
plans consistent. 
There is of course a certain degree of affinity between dynamig 
equilibrium analysis and this type of process analysis. For one thing 
both have to do with change, either planned or unplanned. Then, (0 
the frequency with which dynamic plans will actually prove to be 
consistent will be several orders of magnitude greater than the !¢ 
quency with which static plans would prove to be inconsistent in "% 


* Hayek, op. cit., p. 23. 

‘Lindahl, op. cit., p. 69. 

* Hicks, op. cit., pp. 130-31. 

* The dichotomy is also used to mark the distinction between plan analysis (theore'* 
economics) and non-plan analysis (historical and statistical economics). Cf. below P. °° 
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ationary state, in which they are assumed to be made. Dynamic 
equilibrium analysis easily “shades over” into process analysis. “By 
supposing plans to unroll themselves during the week, we find our- 
selves able to conceive of the situation at the end of the week being 
diferent from the situation at the beginning; thus the new temporary 
equilibrium which is established in a second week must be different 
The {rom that which was established in the first; going on in like manner, 
lian we have a process under way.’” But the difference in principle remains: 
cers dynamic equilibrium analysis is analysis of planned change; process 


hold, 
DOsi- 
stent 
ental 


f the 


hosel analysis is analysis of changed plans. Furthermore, static plans, too, 
progam can, in principle, be thrown into a process analysis: a revolution in 
tion& the stationary state will make plans of constant action inconsistent, 


mptsqm and a process of eliminating the inconsistencies by adopting a new set 
elop 
ntre 
mn | 


III 


The logical potentialities of plan analysis are not exhausted in the 
present state of theoretical economics as thus visualized. In the first 


re place, the types of plans that come up for discussion are limited in a 
hiclt number Of ways. 

7 |. Almost all of them are of the maximum variety. Non-maximum 
vila Plans, such as those of “not-for-profit” institutions and agencies, do 


| dem not enter into ordinary equilibrium or process analysis. The all- 
important plans of control authorities are not integrated but appear 
te as “independent variables.” The non-maximum plans of precapitalistic 
; economic styles have received no theoretical attention. This one-sided 
selection is probably in part due to the fact that the consistency con- 
ditions for maximum plans always reduce themselves to mathematical 
or quasi-mathematical marginal equality conditions, which have the 
appeal of precision, deceptive or real. But the other types of plans are 
also open to consistency analysis, just as are time-tables of railroads 
or strategic plans of general staffs. ‘““Marginalism” describes the con- 
sistency conditions of maximum plans, not of all economic plans. 
2. Economic planning, in the discussion on theoretical economics, 
most invariably appears as precision planning. Hicks explicitly recog- 
nizes that this is not in accordance with actual practice: “People rarely 
have precise expectations at all. They do not expect that the price at 
which they will be able to sell a particular output in a particular future 
week will be just so-and-so much; there will be a certain figure, or 
range of figures, which they consider most probable, but deviations 
irom this most probable value on either side are considered to be more 


LICKS, Op. cit., p. 127; italics mine. 
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or less possible. . . . For most purposes the dispersion has a very real 
importance.”* But he decides to leave out the analysis of non-precision 
plans: “I feel myself that there ought to be an Economics of Risk op 
beyond the Dynamic Economics we shall work out here.”” 

3. Relatively well developed are the distinctions according to plan. 
ning time. Marshall’s trilogy of the market period, the short run, anj 
the long run classifies producers’ plans, wherever and whenever 
theoretical economists discuss them. The typical time dimensions 
consumers’ plans, on the other hand, are less well explored and not 
systematically attended to except in the works of economists concerned 
with saving and time preference. 

A fully developed typology’ of economic plans would probably 
analyze a great number of other features, such as comprehensivenes, 
hierarchical structure, etc. A fully developed equilibrium analysis 
would then inquire into the internal consistency conditions of each of 
these types, and into the mutual compatibility of sets of plans of the 
same type and of sets of plans belonging to different types. Process 
analysis, too, would explain changes in plans of any type in terms of 
attempts to make inconsistent plans of many types consistent. Al- 
ready, as matters stand now, process analysis does not impose the 
same rigid uniformity on plan types as does equilibrium analysis. In 
the case of the latter it is usual to assume that, in a given moment, all 
plans are either of the short-run or of the long-run variety. But in 
process analysis a mixture of these two and of other types is often 
under discussion. The downturn of some business cycles, for instance, 
is visualized as coming about because the attempts of certain pro- 
ducers in stages remote from consumers to get into long-run equi- 
librium are thwarted by the successful endeavor of producers in stages 
close to consumers to establish short-run equilibrium at a higher rate 
of output. 

Next to a fuller development of plan types, investigations into the 
techniques of plan making would seem to be called for. Theoretical 
economics, in its present state, conveys little or no impression about 
the way in which the production plans and the expansion plans of big 
and small corporations are actually made. What organization is used 
for blueprinting? What methods are used to get the elements of the 
plans? How are the principles governing the plans determined and 
applied? 

Answers to such questions are less urgently required in equilibrium 


* Op. cit., p. 125; author’s italics. 
* Ibid., p. 126; italics mine. 


The most extensive classification cf types of economic plans is probably to be 
in Lindahl, of. cit., pp. 40-50, and in the writings of other Swedish authors. 
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analysis than in process analysis. If one were to restrict one’s attention 
to an analysis of the consistency of railroad time-tables, one would 
need little or no knowledge about the way in which those tables are 
constructed. But if one had to explain changes in those tables, a knowl- 
edge of the techniques of time-table construction would seem indis- 
pensable. In theoretical business cycle analysis, the “blueprinting 
period” does come in for some attention and the advocates of public 
works do put a considerable emphasis on “mature” plans as against 
ad hoc ideas. 

A full knowledge of the formation and transformation of plans can- 
not be gained without empirical investigations into the practice of plan 
making. Long chains of deductions supported exclusively by assump- 
tions are of little value, since the number of possible and plausible 
alternative assumptions grows with the power of the number of links 
in the chain. A theory of business decisions that is worth its cost must 
look into the business offices where those decisions are made. A com- 
prehensive knowledge of the practice of business planning is a sine 
qua non for any theoretical process analysis that aims at probable and 
not just at possible validity. 

Finally, there arises the question whether process analysis must be 
restricted to those changes in plans that are attempts to rectify in- 
consistencies. This type of process analysis bears the birth marks of 
its descent from equilibrium (== consistency) analysis on its face. 
Since theoretical economics has been coterminous with equilibrium 
analysis for such a long time, process analysis in its present form of 
disequilibrium or inconsistency analysis is an appropriate stage in the 
historical development of economic thought. But it stands to reason 
that in a general theory of the formation and transformation of eco- 
nomic plans, those changes of plans that result from internal incon- 
sistencies and external incompatibilities represent only one fraction 
of the total changes to be analyzed. 


IV 


The discussion may be summarized as follows. Theoretical economics 
is the analysis of economic plans. This plan analysis logically divides 
into an analysis of the functioning of plans and an analysis of the forma- 
tion of plans. Equilibrium analysis takes care of the first by formulat- 
ing the consistency conditions for constant action plans (statics) and 
changing action plans (dynamics). Process analysis makes a first try 
at the second by analyzing plan transformations caused by incon- 
Sistencies. 

Theoretical economics is, however, only one part of economic anal- 
ysis. Economic statistics and historical economics are the others. 
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Neither of these is exclusively or even predominantly plan analysis 
Planned actions and unplanned phenomena are analyzed by them with. 
out discrimination, often even without reflection on their differen; 
nature. In economic statistics, variations in crop yields due to de. 
liberate planning by the wheat growers are analytically treated in the 
same way as variations in crop yields due to changes in weather condi- 
tions. In historical economics, the analysis of the constellation of cir. 
cumstances in which an economic decision is taken is as important a; 
the analysis of the decision itself. 

Economic analysis, as an “organic whole” consisting of the three 
parts of theoretical economics, economic statistics, and historical eco- 
nomics, deals with a flow of reality in which planned actions and w- 
planned events, mass phenomena and individual constellations, are 
mixed in ever-changing proportions. Whenever actual economic prob- 
lems, e.g., those presented by the business cycle, become the object 
of economic analysis, the interpenetration of theoretical, statistical, 
and historical analysis manifests itself as a matter of course. The three 
parts of economic analysis appear in isolation only in their respective 
heuristic stages: there, theoretical economics is pure plan analysis, 
economic statistics is a device for analyzing economic mass phenomena, 
and historical economics is (at least) a reminder that the relative 
importance of general and specific phenomena cannot be established 
by a general rule. It is perhaps permissible to add the commonplace 
that the combination of differentiation and integration is one of the 
major elements in the growth process of knowledge. 
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The New Welfare Economics 


It is plain then that Science is the union of Knowledge and Intuition, and has for its 
biects those things which are most precious in their nature. Accordingly, Anaxagoras, 
hales, and men of that stamp, people call Scientific, but not Practically Wise because 
they see them ignorant of what concerns themselves; and they say that what they know is 
juite out of the common run certainly, and wonderful, and hard, and very fine no doubt, 
ut still useless because they do not seek after what is good for them as men. ARISTOTLE, 
Ethics 


The official view of economists toward questions of welfare has undergone 
a complete cycle since the beginning of the nineteenth century. In the classical 
period it was not often considered necessary to argue that good theory was 
good policy. The Benthamites, for example, would have deemed it an empty— 
nay, a misleading—gesture to add, after a demonstration of the desirability 
i free trade, “not speaking, of course, as a scientist.”’ Thereafter a reaction 
set in, and grew in authority until recent times. The official attitude (of which 


™, Robbins is perhaps the best known contemporary exponent) now became 
ve more austere: the study of ends was held to be a problem in ethics and the 
ed economist gua scientist had no special competence in this field, even as applied 
ce to economic policy. Quite recently there has been a return to the view that 
he the treatment of welfare problems is an integral part of economic analysis. 


The new welfare economists claim that many policies can be shown (to other 
economists?) to be good or bad without entering a dangerous quagmire of 
value judgments, 

It is the purpose of this brief paper to examine this latest development. The 
argument will be summarized in Section I, it will be criticized in Section IT, 
and an alternative method of embracing welfare economics will be suggested 
in Section III. 


I. The New Technique 


Although some of the writers have explained the new technique of welfare 
economics in rather formidable terms, the fundamental elements of the ap- 
proach are relatively simple.’ All welfare policies entail changes in either 


The following writers are representative : 

A. P. Lerner, “The Concept of Monopoly and the Measurement of Monopoly Power,” 
Rev. of Econ. Stud., Vol. I (1934), pp. 157-75. 

H. Hotelling, “The General Welfare in Relation to Problems of Taxation and of Rail- 
way and Utility Rates,” Econometrica, Vol. VI (1938), pp. 242-69. 

N. Kaldor, “Welfare Propositions in Economics,” Econ. Jour., Vol. XLIX (1939), pp. 


P. A. Samuelson, “The Gains from International Trade,” Canadian Jour. of Econ. and 
Pol. Sci., Vol. V (1939), pp. 195-208. 

J. R. Hicks, “The Foundations of Welfare Economics,” Econ. Jour., Vol. XLIX 
1939), pp. 696-712. 
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exchange (including production) or distribution. Nothing scientific can be 
said about distribution, but in appraising exchange policies we may make use 
of two well-known theorems: 

1. The marginal rates of substitution between commodities must be equal 
for all individuals. If this is not so, an exchange of goods will help one person 
without injuring the other.? 

2. Marginal costs must equal prices. If this condition is not met it is pos. 
sible to reallocate resources in such a way as to increase outputs of some 
goods without decreasing outputs of any.® 

If these theorems are applied to the problem of international trade, for 
example, they show that income (of all countries together) is maximized by 
free trade. If landlords are injured by a repeal of Corn Laws, they can be 
recompensed and there will still be an unencumbered increase in income re- 
sulting from the adoption of free trade. Thus, without facing the ethical ques- 
tion of whether landlords’ income is more or less important than consumers’ 
income, one can conclude that free trade is desirable.* Whether landlords 
should in fact be recompensed is of course an ethical problem concerning 
which these writers do not venture to make recommendations. (It is fair to 
say, however, that no undue enthusiasm is displayed for recompensation.) 


Il. The Objections 


An extension of the foregoing argument will suggest the leading objections 
which may be raised against the new welfare economics. Consider theft; our 
present policy toward this means of livelihood probably has adverse effects 
on the national income. Prevention of theft and punishment of thieves involve 
substantial expenditures for policemen, courts, jails, locks, insurance salesmen, 
and the like. By compensating successful thieves for the amounts they would 
otherwise steal, we save these resources and hence secure a net gain. (If this 
policy leads to an undue increase in declarations of intent to steal, the retired 
successful thieves—who, after all, have special talents in this direction—may 
be persuaded to assume the police functions.) A similar argument could, I 
think, be adduced to show that wars should be fought with checkbooks 

The replies to this reductio are obvious enough. It may not be quite so 
obvious that they are all applicable to the (typical) case of free trade, so the 
analogy will be pressed. First, it would outrage our moral sensibilities to pay 
voluntary tribute to thieves. The maximization of real national income is not 
the only end of a society. Is it even the first? But surely this point is also 


* Movements to a contract curve, in Edgeworth’s terminology, can be mutually satis- 
factory; see my Theory of Competitive Price, p. 79. 

*This theorem is often stated in terms of proportionality of marginal costs and prices. 
But in this form it contradicts the first theorem since leisure, one of the uses of a resource, 
must have a marginal rate of substitution for any other use equal, and not proportional, 
to the price ratios. Indeed proportionality seems to be merely an obvious and sterile 
mathematical generalization. 

“The example is not ideal since it entails the obvious value judgment that income of 
foreigners is as important as income of natives. But this ethical element could also be 
removed by suitable recompensation by a country of other countries which refrain from 
exploiting it monopolistically. 
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evant to all other economic reforms. The free trade argument may col- 
se if one desires also (the decreasingly academic objective of) military 
sufficiency or a prosperous, independent peasantry or continuance of a 
ticular party in power. Maximum income is never the sole end of policy. 
Second, how could we discover who the thieves are, and how much they 
wld steal, and from whom? But similarly, how can we discover—except in 
e simplest of textbook cases—who is injured by an economic policy and to 
hat extent? Theory and statistics are too weak to yield really defensible 
timates of individual gains and losses. Until the principle of recompensation 
comes capable of realistic application it must necessarily appear to be little 
sore than an analytical trick, 

Finally, will not the marginal propensity to steal rise under such a system? 
ut again, will not an industry have a claim to recompensation for the benefits 
would have received if it had asked for a tariff or for a higher tariff? 

To the one formal objection, that maximization of income is not the sole 
economic” end of policy, at least one lesser objection of the same type may 
added. There is no reason why a change in policy may not lead to a change 
the indifference curve systems and then even the formal validity of the 
eorems is irrelevant. For example, if free trade leads to more farmers, who 
ave different utility functions from urban workers, it becomes impossible to 
tate that they are better or worse off than they were, compensated or not. 

One may therefore conclude that the new welfare economics has been rather 
retentlous. 

III. An Alternative 

One may still argue along somewhat different lines that the economist may 
evertheless put behind his recommendations of policy what little prestige 
he Office of Price Administration has left him. The fundamental point of 
tis alternative approach may be developed by a brief examination of the 
nesis implicit in the newer welfare economics: that all ends other than 
aximization of income are value judgments (or, in some sense, more de- 
atable value judgments) and accordingly unsuited for scientific purposes. 
The familiar admonition not to argue over differences in tastes leads not 
ly to dull conversations but also to bad sociology. It is one thing to recog- 
nize that we cannot prove, by the usual tests of adequacy of proof, the supe- 
Hority of honesty over deceit or the desirability of a more equal income dis- 
tribution. But it is quite another thing to conclude that therefore ends of 
good policy are beyond the realm of scientific discussion. 

For surely the primary requisite of a working social system is a consensus 
oi ends. The individual members of the society simply must agree upon the 
major ends which that society is to seek. If any large share of the population 
ied disagrees with the society’s ends, and in particular if it believes that 
ne system is unfair by that group’s criteria, the social system will surely 
“sintegrate, probably with violence. 
see view is almost axiomatic in modern social theory; a society is in fact 
a In some such terms as “a group of individuals held together by a 
‘mmon dominant purpose and functioning as an entity.”® It would be easy 


tty 
W. D. Wallis, An Introduction to Sociology (New York, 1927), p. 131. 
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to document this view at great length but it is sufficient for present PUrpose 
merely to refer to such well-known presentations as those of Durkheim jp 
sociology and Gierke in politics. Talcott Parsons probably had economists jp 
mind when he wrote: “For it is a fact that social existence depends to a large 
extent on a moral consensus of its members and that the penalty of its tq 
radical breakdown is social extinction, This fact is one which the type 
liberal whose theoretical background is essentially utilitarian is all too apt to 
ignore—with unfortunate practical as well as theoretical consequences 
At the level of economic policy, then, it is totally misleading to talk of en& 
as individual and random; they are fundamentally collective and organized 

If this conclusion be accepted, and accept it we must, the economist may 
properly exceed the narrow confines of economic analysis. He may cultivat 
a second discipline, the determination of the ends of his society particulary 
relevant to economic policy. This discipline might be called, following J. \. 
Keynes, applied ethics.’ That the field of applied ethics offers considerabk 
promise can be suggested by two examples. 

Consider the following memorandum from the files of General Electric 
Company, reported by Thurman Arnold: 


Two or three years ago we proposed a reduction in the life of flashlight lamps from the 
old basis on which one lamp was supposed to outlast three batteries to a point where the 
life of the lamp and the life of the battery under service conditions would be approx- 
mately equal. Some time ago the battery manufacturers went part way with us on this ani 
accepted lamps of two battery lives instead of three. This has worked out very satisfactorily 

We have been continuing our studies and efforts to bring about the use of one-battery- 
life lamps. I think you will be interested in the attached analysis . . . covering the variow 
points involved in going to the one-battery-life basis. If this were done, we estimate thi 
it would result in increasing our flashlight business approximately 60 per cent. We ca 
see no logical reason either from our viewpoint or that of the battery manufacturer why 
such a change should not be made at this time.® 


I venture that everyone except employees of General Electric can find both 
logical and non-logical reasons for objecting to this practice, although it may 
require a fairly well-developed ethical system to rationalize the dislike we 
have for such practices. Cannot these widely accepted ethical jucgments tk 
analyzed and systematized, and then made a part of applied ethics? Com: 
pare the bizarre approach of the new welfare economics: it would be possible 
to recompense manufacturers for not degrading the quality of their products 

Second, as evidence of the fact that an applied ethics is already in com 
mon use in economics one may suggest the case of monetary theory. Writer 
in this field rarely bother to discuss ends of economic policy, still less oitet 
to defend them or point out their non-scientific character. Every reasonabt 


° The Structure of Social Action (New York, 1937), p. 395. The entire volume is directly 
pertinent to the principle under discussion. ; 

"See his Scope and Method of Political Economy (4th ed.; London, 1930), esp Chap , 
I did not realize how neglected this excellent book has become in America until, wi?’ 
recently referred to it, several friends expressed surprise that I did not know Keynes 
middle name was Maynard! 


* Hearings, Senate Committee on Patents, 77th Cong., 2nd sess., Part I, p. 630. 
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verson, they seem implicitly to assert, wishes to win the war, desires full em- 
plo yment, dislikes wide and sudden movements of price levels, etc. 

| do not cite this example of monetary policy with complete approval. 
There is grave danger in leaving the value judgments unspecified except by 
implication, and in disregarding contravening social ends, Monetary policies 
have all too frequently been advanced without recognition of their possible 
conflict with our most basic political objectives. But this is an argument, not 
jor abandoning the welfare attitude in monetary discussions, but rather for 
bringing the existing ends to the surface and broadening their scope. 

Against the present proposal it might be argued that welfare economics 
would become essentially a defense of the status quo since all existent social 
policies png in some sense the collective will.® Protective tariffs, for 
example, have been legislated for three generations by democratically elected 
representatives; hence tariffs are a part of our society’s ends. But this argu- 
ment is defective on two counts. First, a great many economic policies do 
not in any important sense represent the collective will; silver legislation and 
degraded flashlight lamps will serve as examples. Second, and vastly more 
important, specific policies are usually means—in many cases mistaken ones, 
the economist may argue—and not ends. The Iowa farmer votes for protection 
because he does not know its effects on his economic position, not because 
he likes high tariff walls per se. Of course this is not strictly true, but to deny 
it categorically is to deny a significant réle to rational discussion in the forma- 
tion of social policy. 

Nevertheless it does seem true that the welfare economics here proposed 

has a conservative bias. In the nature of things the wideness with which any 
end is accepted depends upon the specificity of that end. As compared with 
the (unknown!) distribution of income in 1939, almost everyone would agree 
that the desired end is a more equal distribution. But, assigning some conven- 
tional measure of inequality, the acceptance of this end shrinks as the goal 
of equality is approached. Witness the less than unanimous approval of the 
$25,000 ceiling on salaries. Until the distant day when the welfare economist 
can assign quantitative orders of importance to various (degrees of fulfill- 
ment of) ends, therefore, it seems necessary for him to recommend only 
gradual changes of policy in many areas. This formal conclusion could, I 
think, be defended on substantive grounds as the only approach which is 
compatible with democratic social processes. 
_ A century ago John Stuart Mill observed: “Political Economy does not of 
itself instruct how to make a nation rich; but whoever would be qualified to 
Judge of the means of making a nation rich, must first be a political econo- 
mist." His statement implies the still fundamental and unfulfilled task of 
the economist. 


GEORGE J. STIGLER 
University of Minnesota 
_ This is as good a place as any to remark that of course no economist need accept these 
uling social judgments (in a democracy!), but then he clearly abandons the réle of the 
entist for that of the reformer. This does not imply any loss of status. 


Essays on Some Unsettled Questions (London, 1844), p. 124. 
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Railroad Traffic and Costs 


Since the first careful study of the economic characteristics of the railway 
industry by President Hadley, Ripley, and others in this country and by sug 
students as Sax in Germany and Acworth in England, the industry has been 
assumed to be one of the best examples of those economic enterprises chy. 
acterized by heavy fixed costs. Thus Ripley concluded that “approximates 
two-thirds of the total expenditure of a railroad and more than one-half 9 
the actual operating expenses are independent of the volume of traffic. Ty 
remaining third of all expenditures, or what amounts to the same thing, th 
other half of the operating expenses, are immediately responsive to any vari: 
tion ‘n business.’ 

More recent students have questioned the validity of such a generalizatim, 
at least under present conditions.? Statistical examination of the cost of raj. 
way operation has seemed to demonstrate that the greater part of it varig 
in proportion to density of traffic. It is most important to subject cost behavior 
to careful study, for a clear and correct understanding of the performance oj 
costs is essential to management of the railroad industry. Rate and servic 
policies are strongly influenced by the conceptions held by management, and 
the daily establishment and revision of such policies play a large part in deter 
mining the financial success of a railroad enterprise. The custom of railroad 
management has long been to assume that the costs of specific services cannot 
be determined and to accept general principles, based on reasoning rather tha 
precise evidence, as guides to rate and service policies. The growth of effec. 
tive competition has, however, produced new rate-making problems and focused 
more attention upon the use of cost as a rate base. 

In attempting to throw more light upon the application of general theories 
investigations have been undertaken upon two general lines. The performance 
of costs might be traced historically upon a single road to determine ther 
reactions to changes in traffic density. Or the relation of cost to density might 
be explored by comparing a number of different lines representing a wit 
range of densities. Both methods are subject to severe disabilities, the first 
because of the changes over time reflected in changing price levels, technology, 
obsolescence, and the like; the second because of differing traffic consists an! 
other conditions of transportation on the various lines which must be used’ 

Both methods have been ably pursued by Dr. M. O. Lorenz who has, hov- 
ever, recognized the limitations upon statistical comparisons, He consider 
the second to be somewhat more reliable than the first, since it is free from 
the variations introduced by time. Study of the materials available at th 
time led him to suggest, in 1916, that the gain from a mere increase of trafit 
(distinct from advances in technology) is greatest in the early stages of rai: 


*W. Z. Ripley, Railroads, Rates and Regulation, p. 55. 
*J. M. Clark, Studies in the Economics of Overhead Costs, chap. XIII; K. T. Healy 
The Economics of Transportation in America, chap. 11 and esp. pp. 194-98; H. Ashton 
“Railroad Costs and Volume of Traffic,’ Am. Econ. Rev., Vol. XXX (June, 1940), p. 5% 
*The effects of transportation conditions on different divisions of a railroad upon 
behavior are demonstrated in F. K. Edwards, Study of Rail Cost Finding for Rate Makin 
Purposes, prepared for the California Railroad Commission. 
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road development. When a density of traffic is reached as great as that char- 
acteristic of leading eastern roads, average unit operating costs tend to be 
constant for the same type of traffic.‘ 

With the help of the more complete and comparable data which have be- 
come available in recent years, the study of railway costs continues to be 
pursued. Healy has suggested, as a result of extended analysis, that railway 
management under modern conditions can quite successfully control costs in 
order to keep them in sympathy with traffic conditions.’ The ability to vary 
standards of facilities and services over a wide range of densities, he suggests, 
was an important factor contributing to the success of the railways in curtail- 
ing costs during the depression years with about the same rapidity as traffic 
declined and thereafter keeping unit costs at substantially constant levels. 
Ashton has studied selected operating data over the period 1922 to 1938, and 
has found substantial variation in performance from what might be expected 
under traditional theory. He concludes that the general pronouncements re- 
garding constancy of the various divisions of operating costs can be accepted 
only within definite limits and that, over periods beyond a month, the variable 
element is dominant.® 

But the earlier students of the problem seem to have been fully aware of 
the existence of limits in the application of their theories. They seem also to 
have noted the failure of statistical evidence over time to lend convincing 
support. Thus Ripley pointed out, after citing a series of index numbers for 
the period 1895 to 1910 prepared by Dr. Lorenz, that maintenance of equip- 
ment appears to have grown more rapidly than the traffic and that mainte- 
nance of way, presumed to be largely constant, actually increased more rapidly 
than transportation expenses which were supposed to be chiefly variable.” He 
pointed out, as partial explanations, the changing price level and the failure 
in the accounts to distinguish adequately between routine maintenance and 
improvements. He stated clearly, too, that everything depends upon the length 
of time under consideration and that, over a period of years, ‘“‘nearly every 
expenditure, even the fixed charges which appear constant or independent of 
the volume of business, thus become in reality imbued with more or less 
variability.” 

The significance of the period of time is readily apparent from a considera- 
tion of the changes affecting railroad costs. Increasing returns in the industry 
may result both from a fuller utilization of the existing plant and from the 
application of more efficient methods and equipment.® Over a short enough 
period, such as day to day and week to week fluctuations, little alteration in 
methods, service, or equipment can be accomplished. Hence the movement of 
additional traffic would result in decreasing unit expense within the limits 


‘M. O. Lorenz, “Cost and Value of Service in Railroad Rate-Making,” Quart. Jour. of 
Econ., Vol. XXX (Feb. 1916), pp. 205, 218. 

"Healy, op. cit., chap. 11. 

* Ashton, Op. cit., p. 332. 

’ Ripley, op. cit., p. 64. 

* Ibid., p. 63. 
*See Lorenz, op. cit., pp. 209-312. 
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of the available capacity. Over longer periods, however, a host of adjustmens 
can be made which vitally affect cost behavior, and the cumulative effects oj 
traffic increases or decreases are likely to be reflected, with a certain amoyn: 
of lag, in measures instituted by management either to meet a growing loa 
or to control costs in a period of declining traffic. It is possible, over a cop. 
siderable range of densities, to adjust operations to the needs of traffic ani 
hence keep unit costs at a nearly constant level.’° 

The rich experience of the period from 1929 to date, with its unprecedented 
variety of conditions to be met by the railroad industry, affords an opportunity 
to study a little more closely some of the factors involved in the behavior oj 
railroad costs. On first examination a distinct contrast appears between the 
behavior on the downward leg of the cycle, when costs were quite strictly con- 
trolled in consonance with traffic declines, and the sharp upward swing when 
increasing traffic and revenues far outpaced the growth of cost. The apparent 
contradiction, giving support to traditional theory on the upswing but not 
during the period of decline, may not be regarded as evidence of the inate. 
quacy of the theory. For the theory is essentially a static one, involving many 
implicit assumptions on which some light was shed by the comparisons which 
Ripley, Lorenz, and others made with actual performance as noted above 
Chief among these assumptions are (1) a constant level of technology over 
the time period considered, (2) correct accounting for depreciation to place 
expenses in the proper segment of the cycle, (3) a homogeneous plant in terms 
of the relative technological status of its various parts, (4) a traffic compos: 
tion and conditions of transportation which do not vary substantially in the 
period involved, and (5) constant price and wage levels. 

It will be readily apparent even from the most cursory study of the recent 
operation of the railroad industry that none of these assumptions was valid 
during the depression and subsequent wartime recovery, and that behavior 
in close sympathy with theory could scarcely be expected. Numerous special 
factors characterized the early depression years and suffice to explain, in large 
measure, the excellent control exercised by the carriers over their cost 0! 
operation. In addition to the well recognized and characteristic deferral 0! 
maintenance expenses we may consider, for the purpose of illuminating the 
problem, (1) the lack of homogeneity of railroad equipment and service, (? 
the effects of technological improvements both during and prior to the depres: 
sion years, and (3) the changing character of traffic and service incident upo 
the growth of competing modes of transport. 

Every large railroad performs a complex of services, their capacities dil 


’* The response of costs to a change in traffic depends, in part, upon the conditions exis- 
ing prior to the change. Suppose, as a simple example, a branch line handling a small busi 
ness accommodated by a single mixed train daily. If, as on many such lines, a convention 
steam locomotive and cars were in use, the addition of a new manufacturing plant handling 
a few added freight cars per day would require no new train service or additional equip- 
ment assigned to the branch operation. Neither would maintenance or general expenses °% 
measurably affected. The added traffic would, therefore, be accompanied by a decline © 
unit costs. If, however, service had been adjusted closely to the traffic by the use of a small 
gas unit, it might have been necessary to provide additional or substitute equipment cc? 
sioning a whole new schedule of costs on a higher level. 


364 THE AMERICAN ECONOMIC REVIEW [ JUNE 


1943 


ferer 
of m 
appl 
emp 
ther 
peri 
mos 


ve 
leat 
aey 

yea 

mei 

} if 
™ 

Th 

Spt 
n 
ra 

{ 

Ve 

D 

p! 

a 

d 


[J UNE 


[Ments 
Cts of 
mount 
load 
a COn- 
IC and 


lented 
‘unity 
ior of 
the 
When 
arent 
t not 
lade. 
nan} 

phich 
ove 

over 

dlace 
arms 


1943 | COMMUNICATIONS 363 
erently adjusted to traffic demands. The equipment available is composed 
of many types and sizes of varying ages and efficiency. A variety of standards 
applies to way and structures and numerous methods of maintenance are 
emplo ved, depending upon local conditions. Sharp changes in traffic volume, 
therefore, provoke a series of marked changes in operating methods, In a 
period of rapid traffic decline, such as that from 1930 to 1932, all but the 
most essential maintenance is dispensed with. Equipment is run as long as 
possible, then stored as it becomes bad order. Only sufficient cars and locomo- 
‘ives are maintained to meet the needs of traffic. The older power is white- 
leaded or retired and the work is done by the more modern equipment. These 
developments enabled the railroads, in the face of declining traffic, to break 
records for fuel performance, trainload, and train speed during the depression 
years. The greater proportion of transportation produced by modern equip- 
ment outweighed the difficulties of loading services to capacity. 

In maintenance of way, too, economies were secured not only by deferral, 
but also by the reorganization o: methods and performance of a greater pro- 
portion of the remaining work with available modern machine equipment. 
The organization of section gangs was revised, section motor cars and inspec- 
tion cars of new design were secured to enable the work to be done with 
smaller forces, and system gangs were established for rail laying and other 
specialized work. Mechanical equipment for use in rail laying, ballast clean- 
ing, tie tamping and other maintenance operations was introduced with some 
rapidity even during years of depressed earnings. The use of off-track equip- 
ment, with consequent reductions in work train expense and diminished inter- 
ference with regular train service, was especially characteristic of these years. 

More important were the results of improvements undertaken years before, 
but which began to have noticeable effect only during the last ten or fifteen 
years. The use of heavier rail sections, treated ties, larger tie plates, and 
improved drainage systems spread gradually over the railway systems, notable 
progress being made on lines of heavy density throughout the twenties. 

The long-term results of organizational and technical improvements are 
observable to some extent from the results on certain roads that have already 
passed their 1929 volume. The Southern Pacific is a good example, for its 
1940 freight traffic exceeded that of 1929 and its 1941 traffic was 48 per cent 
ahead of the 1929 volume. Passenger traffic showed a somewhat slower growth 
but was, by 1941, 15.6 per cent ahead of 1929. Despite a higher wage level 
and increased prices for many operating and maintenance supplies, the 1940 
traffic was handled at an operating expense 23 per cent below that of 1929 
and even 1941 expenses did not reach the 1929 level. Consequently, operating 
expenses per ton-mile declined substantially in 1940 as compared with 1929, 
and further notable improvement occurred in 1941. 

Railroad unit operating costs were affected in another and favorable way 
after the late twenties by the very developments that were responsible for 
the decline in the relative importance of railroad transportation. For motor 
vehicle competition struck most heavily at the railroads’ short-haul and less 
than carload business, and at some of the highest rated long distance business 
requiring exacting service. These categories of railroad traffic were precisely 
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those for which the railroad, essentially an instrument for long-haul mass 
transportation, was least adapted. Indeed it is an open question whether much 
of the short-haul and less-carload traffic had not been carried for years at an 
actual loss. To be deprived of much of this traffic was more of a blessing than 
might be supposed, for it permitted concentratio: more and more upon mass 
transport and an accompanying reorganization of services and operating meth- 
ods. This was a factor of great importance aiding in the control of costs at a 
time of diminishing business. 

In the upturn following the outbreak of the war we find an apparent rapid 
return to traditional cost behavior. Ability to handle large increases in traffic 
with relatively slight increase in operating costs has been demonstrated re- 
peatedly both by individual roads and by the railways as a whole during the 
last two years. This result has been secured despite the necessity to take up 
a large amount of deferred maintenance, especially in the rehabilitation of bad 
order cars and unserviceable locomotives, and despite the inevitable ineff- 
ciencies resulting from the employment of considerable numbers of green men. 
The accompanying table compares traffic and operating expenses in recent 
years with 1937. It will be noted that after 1939 expenses grew much less 
rapidly than traffic. Maintenance expenses appear somewhat less stable than 
transportation expenses in this comparison, but results would have been quite 
otherwise had 1940 and 1941 operations not been characterized by intensive 
improvement of way and structures and rapid reduction in the proportion of 
unserviceable equipment in anticipation of much heavier war traffic. 


TRAFFIC AND OPERATING EXPENSES OF CLAss I RAILROADS AS A PERCENT OF 1937 


Items 1938 1939 1940 1941 1942s 
Revenue Ton Miles 80.4 92.5 103.5 | 130.7 | 174.7 
Revenue Passenger Miles 87.3 91.9 96.3 118.0 | 215.0 
Operating Expenses (incl. taxes and rentals) 87.3 93.5 99.0} 117.3 | 142.5 
Maintenance of Way 84.7 94.2} 100.2} 120.9 | 132.7 
Maintenance of Equipment 81.7 92.6 99.0} 119.7 | 142.3 
Traffic 98.0} 101.9} 101.9| 109.5 | 114.7 
Transportation 90.2 93.9 99.4 | 116.6 | 142.5 
General and Other 89.5 88.9 91.1 | 107.9 | 131.9 


* The expense figures include, of course, the wage increase which somewhat distorts the 
result. 


The remarkable extent to which the carriers have been able to absorb traffic 
growth without substantial expansion of physical facilities, and their ability 
to improve their earnings position in the face of higher wages and growing 
unit material costs have been of great aid in the prosecution of the war effort. 

Cost behavior during the upsurge of war traffic has not, however, repre- 
sented simply a closer approach to capacity operation, enabling the spreading 
of relatively fixed costs over a greater volume of business, Other factors have 
complicated the picture. Not the least important has been the changing com- 
position and character of traffic and the external help that has been secured 
from shippers and from the government in handling it efficiently. Thus the 
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emphasis upon mass transport has become even more marked, the average haul 
has increased considerably, and notable improvement has been made in car 
loading. These developments could scarcely have occurred without the stimulus 
of wartime necessity, but have had marked influence in promoting efficiency 
in railroad operation. In the last year, too, maintenance expenses have been 
held down by materials shortages and it has not only been impossible to take 
up all of the deferrals from the depression years, but difficult to maintain 
existing standards. 

It appears that, looking back over the depression period, the railroads were 
outstandingly successful in controlling their maintenance and transportation 
expenses as traffic and earnings declined. This resulted in part from the in- 
genuity of management in adjusting operations to meet changing conditions, 
in part from the possibility of performing an increased proportion of railroad 
service with the more modern equipment, in part from changing traffic charac- 
teristics, and in part from the backlog of improvement and service life built 
into the roads in previous years. Present experience indicates, however, that 
the assumption that railroad operating expenses increase less rapidly than 
traffic during periods of sustained traffic growth continues to have substantial 
validity. Were it possible to handle the added traffic with modern facilities 
and equipment, rather than obsolescent units which were idle during depressed 
traffic, the spread between the two rates of growth would undoubtedly be 
larger. 

This performance results from the substantial fixity of certain elements of 
expense over varying periods of time and in large, but perhaps scattered, areas 
in the industry. The presence of such fixed expenses coincides chiefly with 
excess capacity. As traffic reaches higher volumes various facilities on any 
large railroad begin to approach capacity utilization at the same time that 
other facilities still retain a large margin to care for additional traffic. At 
length diseconomies resulting from congestion of certain facilities may out- 
weigh the economies that might result from taking up the remaining capacity 
of complementary facilities. At this point expansion of the railroad plant would 
become necessary to overcome operating bottlenecks and, when excess capacity 
had again been introduced at key points, the earlier performance of operating 
expenses might be substantially repeated. War traffic has emphasized the 
inadequacies of certain segments of the railroad plant, but it seems unlikely 
that peacetime traffic will ever again compel substantial increases in railroad 
capacity. 

ERNEST W, WILLIAMS, Jr. 

Washington, D.C. 


Measuring the Inflatioaary Gap 


The term inflationary gap is extensively used to describe the difference 
during a given period of time in the near future between expected consumer 
purchasing power and the value, at present prices, of available supplies of 
consumers’ commodities and services. Economists using the term inflationary 
gap have recognized the difficulty of estimating the size of the gap. Most of 
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the discussions of the inflationary gap also leave the impression that this gap 
if not closed by increased taxation or increased saving invested in government 
securities, will be closed by rising prices which cause expenditures for cop. 
sumers’ commodities and services to exceed the estimate used in calculating 
the gap. In consequence, for any past period the statistical quantity forecast 
as an inflationary gap is presumed to disappear. 

The purpose of this note is to define the concept of the inflationary gap 
more precisely, to show that the concept is applicable to past periods as 
well as to the future, and to state the methods by which it can be measured 
with a fair degree of precision. 

The concept of the inflationary gap as the difference between consumer 
spending power and available supplies needs sharpening, both because it is 
somewhat ambiguous and because neither term is sufficiently inclusive. It is 
ambiguous because, when approached statistically, it breaks down into at 
least two separate quantities, one of which is a potential, the other a real, 
inflationary gap. The terms are not sufficiently inclusive because the neces. 
sary measures of “spending power” and of “available supplies” for the prob- 
lem at hand are broader than consumer spending power and supplies of con- 
sumption goods. Business funds, such as undistributed earnings and deprecia- 
tion allowances, are also in excess of the available supplies of capital goods 
for which they are normally used and thus are also “funds seeking a place 
to go.” 

The best measure of available spending power is “gross income flow,” 
which is defined as the amount available to individuals and business enter- 
prises for acquisition of consumers’ goods, capital purposes, and the support 
of government.’ Gross income flow in the United States in 1941 is estimated 
at 128 billion dollars and in 1942 is estimated at 159 billion dollars. A figure 
of 190 billion dollars is forecast for 1943. 

The corresponding concept of “available supplies’—for a past year—is 
the amount of expenditures upon consumers’ goods and upon capital goods 
for business use, including residences. This concept applied to the coming year 
is the amount of expected expenditures for these purposes, assuming no change 
or only a moderate change in prices. Expenditures for consumers’ commodities 
and services are estimated at 78 billion dollars in 1941 and at 85 billion dol- 
lars in 1942, including occupancy value of homes occupied by their owners. 
The forecast for 1943 is 80 billion dollars.2 Expenditures for capital goods 
for business use, including residences, are estimated at 21 billion dollars in 
1941, 9 billion in 1942 and forecast at 2 billion for 1943. The forecast lor 
1943 is based on the assumption that purchases of capital goods will be large!) 
offset by reduction in manufacturers’ and dealers’ inventories. 

To arrive statistically at an outside measure of the inflationary gap we can 
take the difference between the gross income flow, on the one hand, and ex 


‘Estimates of gross income flow in the United States in 1941 and 1942 are given in my 
article, “Relation of Government Financing to Gross Income Flow,” Survey of Curren! 
Business, Apr., 1943. 

* This figure is based on an assumption of continuance throughout the year of the level 
of prices prevailing early in the year. 


43 
Ded 

E 

Dalc 

men 
ve 
104A 

4 

I 

( 

Da 

7 
(Gor 
nd 
Iril 


COMMUNICATIONS 367 


penditures for consumers’ goods and capital goods for business use, plus taxes, 
The estimates for 1941 and 1942 and the forecast for 1943, 


on the other. 

lions of dollars, are as follows: 

1941 1942 1943 

Gross income flow 128 159 190 
Deduct: 

Expenditures for consumers’ goods 78 85 80 

Expenditures for capital goods for business use 21 9 2 

Taxes paid by individuals and business 20 29 43 
Balance-—potential inflationary gap 9 36 65 


To arrive statistically at the next concept of the inflationary gap we need 
0 take into account sums loaned to government, change in indebtedness of 
individual and enterprises to banks, payments received from the govern- 
ment for previously existing property, and prepayments for goods to be de- 
livered in the future. Estimates of these for 1941 and 1942, and forecasts for 
1943, on the basis of present tax rates and anticipated sale of government 
securities, are given below, together with the new balance after taking them 
into account. 

1941 1942 1943 

Potential inflationary gap—from above 9 36 65 

\dd (+) or deduct (—): 

Federal government obligations acquired by in- 
dividuals and business, minus estimated reduc- 
tion in holdings of state and local government 

obligations (excluding banks) —§ —20 —43 
Increase (1941) or decrease (1942 and 1943) in 
indebtedness of individuals and business to 

banks +2 
Cash received for existing property sold to the 
government and as prepayments on goods to 

be produced + I +2 +1 


Balance—inflationary gap (actual, 1941 and 1942; 
lorecast, 1943) 6 14 17 


_ This inflationary gap has a real monetary significance. It is the amount of 
increase in bank deposits and currency held by individuals and business enter- 
prises. It is also, in a war economy, the amount that the government borrows 
tom banks, in excess of the reduction of indebtedness of other borrowers 
‘rom the banks, adjusted for changes in the cash balance of the Treasury. 
Gove rmental financing increases the deposits and currency in the hands of 
dividuals and business enterprises by that amount. In a peacetime economy, 
the net change in the indebtedness of individuals, business and govern- 
nen to the banks with adjustments for international transactions and pro- 
“uction of monetary metals. Three methods are therefore available for meas- 
uring the inflationary gap: 
|. Excess of gross income flow over expenditures for consumers’ goods, 
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capital goods for business use, taxes, purchase of government securities, and 
reduction of indebtedness to banks; 

2. Net change in bank loans and investments and monetary metal stocks 
which, under present circumstances, is the amount of government borrowing 
from banks in excess of reduction of indebtedness of other borrowers to the 
banks; 

3. Increase in bank deposits and currency in the hands of individuals and 
business, 

These three methods of measuring the inflationary gap yield results which 
are nearly identical. There are other factors, such as the change in bank cap- 
ital and change in indebtedness to government credit corporations, which 
must be considered to obtain a perfect identity. However, under most circum- 
stances, these items can be neglected, when the figures are rounded to billions 
of dollars. 

Estimates of the inflationary gap by these three methods for 1941 and 
1942, and forecasts for 1943, are given below, in billions of dollars.* 


1941 1942 1943 
Excess of gross income flow over expenditures for 
consumers’ goods, capital goods for business use, 
taxes, purchase of government securities, and 
reduction of indebtedness to banks 6 14 17 
Net change in bank loans and investments and in 
monetary metal stocks, adjusted for change in 


cash balance of the United States Treasury 6 14 17 
Increase in bank deposits and currency in the hands 
of individuals and business 6 14 7 


When these processes are used in measuring the inflationary gap, it becomes 
clear that the gap cannot be closed by rising prices and the resulting increase 
in the total amount paid for consumers’ goods. Use by individuals of the in- 
creased cash coming into their hands to bid up prices of consumers’ goods does 
not close the gap, since it does not decrease, or slow up the rate of increase, 
in the cash in the hands of individuals and business. This use of increased cash 
by individuals merely transfers the cash from individuals to business enter- 
prises, which then attempt to pass it back by hiring labor to make more high- 
priced goods. Gross income flow and consumer expenditures are both increased 
by this process, leaving the inflationary gap unchanged. 

An inflationary gap resulting from government financing is closed when, and 
only when, the government borrows from the banks a sum no larger than the 
decrease, during the same period, in the loans and “other securities” (#.¢., I0- 
debtedness of borrowers other than the government) held by the banks. That 
is, the inflationary gap is closed when the government obtains all of the funds 
it spends by a combination of the following methods: (1) taxation, (2) nontax 


> More detailed figures of the items entering into all three of these estimates for 1941 and 
1942, with source references, are given in the tables in my article in the Survey of Current 
Business. Further details regarding the forecast for 1943, and a revised forecast taking 
into account the increase in prices resulting from the inflationary gap, will be published 
in a forthcoming article. 
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revenue, Which is very small, (3) borrowing from individuals and business 
enterprises other then banks, and (4) borrowing from banks, including both 
—— ase in indobaodiaiie of other borrowers to the banks. 

CLARK WARBURTON 


Washington, D.C. 


Price Discrimination in Steel: A Reply 


In the af 1942, issue of the Review, Dr. George J. Stigler offers a crit- 

T.N.E.C, monograph no. 41, Price Discrimination in Steel. He 

ug ves, first, that a marked decline in steel price with an increase in size of 

hipment, which is indicated by the data presented in the monograph, may 

be due merely to the lower published extra charges on larger shipments, rather 

than to hidden price concessions to large buyers. This contention may be 
briefly examined. 

The decline in extra charges with increasing size of shipment, which ac- 
counts for most of the decline in the mill net figures, as shown in the mono- 
graph, may be due to (1) a decline in the published quantity extras, (2) a 
decline in the published quality extras, and (3) hidden concessions from the 
extra charges obtained by large buyers. 

In regard to the first possible cause, a comparison may be made between 
the decline in the mill net as shown in the monograph and the comparable 
ublished figures; the percentage decline in the mill net from the smallest to 
the largest class interval may be compared to the corresponding percentage 
decline in the published base price plus the applicable quantity extras. The 

mparison can not be exact for the reason that the class intervals on small 
shipments to which the published quantity extras apply are usually somewhat 
different from the 1 to 3 ton class interval used as the smallest grouping in 
the monograph. However, as may be noted from the third column of the fol- 
lowing table, which indicates the nearest comparable class interval of the 
published quantity extras, the two sets of figures are close enough for purposes 
oi contrast, especially since the lower limit of the class interval used for the 
published figures is one ton or under.’ 

Published Base 


Product Mill Net Price Plus Extras* Class Interval 
Heavy Structural Shapes 15.7 0.0% 1 ton & over 
Wire Rods 34.7 4.8 5 tons & under 
ain drawn wire 20.1 5.8 .5 to 20 tons 
lot rolled sheets 23.7 0.0 1 ton & over 
( Id rolled sheets 19.3 0.0 1 ton & over 
H t rolled strip 36.8 0.0 1 ton & over 
, rolled strip 48.1 8.2 1 to 3 tons 
Plates 18.1 26.3 1 to 2 tons 

‘The published prices are present prices; the prices in the monograph are those of Feb., 


8. Hoy re ver, the changes in published steel prices on these products have been negligible 
ce that ¢ ite. 


" on shipments of less than one ton, published quantity extras are generally large; such 
~pments, however, were, with few exceptions, not included in the primary data on which 


i monograph was based. 
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Thus, in the case of cold-rolled strip, which is used by Dr, Stigler as an 
example, the percentage decline in the mill net figures between the smalley 
(1 to 3 tons) and the largest (300 to 1,000 tons) size groupings amounted tp 
48.1 per cent. But the decline in the published figures (i.e., base price ply; 
quantity extras) between the same size groups is only 8.2 per cent, In other 
words, the decline in the published quantity extras comprises only a smal 
part of the total decline shown in the monograph. This generalization, as may 
be noted from the table, is true of all the other products analyzed in the 
monograph, with the exception of steel plates for which the published quantity 
extras on very small shipments are comparatively high. 


Determ 
berg. 


For Dr. Stigler’s contention still to be tenable, it would be necessary that Fron 
the remainder of the decline in the mill net (i.e., that which is not due to the an exp 
small decrease in the published quantity extras) be caused by a decline in matter: 
published quality extras. The assumption, however, that large buyers generally implica 
purchase steel of lower quality than small buyers simply has no justification the hoy 
in fact. Rather, the converse tends to be true. In the monograph, it was pointed new id 
out that “. . . quality demands on large orders are frequently very exacting” finance 
(p. 23). This represented a considerable understatement. The practice of the cryptic 
automobile industry in demanding, and obtaining cold-rolled sheet and strip much 1 
of extraordinarily exacting quality specifications is a well-known case in point. presen 

Thus it does not appear that a decline either in published quantity extras of the 
or in published quality extras, or in both, could be responsible for more than main, | 
a small proportion of the decline shown in the mill net figures. ackno\ 

This indicates the existence of hidden concessions from extras, and it was any di 
concessions of this type which were regarded in the monograph as discrimina- The 
tory. But Dr. Stigler argues that these concessions might be justifiable on cost and se 
grounds and therefore would not be discriminatory. and in 

This may or may not be true. However, this argument that hidden conces- shows 
sions are not discriminatory if they reflect decreases in costs would indicate, theore 
if such were the case, that the published extras are discriminatory. In adci- idea o 
tion, the argument is rather academic since no cost data by size of ship- develc 
ment are available (or likely to be available because of the tremendous prob- ment, 
lems of statistical compilation involved) and since it appears unlikely that outsta 
decreases in costs would be equal to the declines in the price figures, as shown saving 
in the monograph. One reason that the declines in costs would probably be tracec 
less than the declines in prices is the fact that each shipment usually does not new it 
represent a separate rolling, since it is the practice of steel mills to group in the 
together a number of qualitatively similar orders which are then run as one poses 
rolling. effect: 

Finally, in trying to make the point that price discrimination might not Sor 
be indicated by the data in the monograph, Dr. Stigler overlooks the declines spark 
shown in the base prices. These declines can only be regarded as discrimina- inven 


pity t 
splits 
leave 


tory, since for a given product the base price is supposed to be the same ‘or 
all buyers, regardless of the quantity or quality of the purchase, 
Joun M. Brair 
Washington, D.C. 
Un 
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Economic Theory; General Works 


Determinants of the Rate of Interest. By Hastincs Lyon. (New York: Fels- 
berg. 1942. Pp. 71. $1.00.) 

From the Preface to this little book one gathers that it is intended mainly as 
an exposition of interest theory for “the man who is familiar with financial 
matters, but has not read much in the works of economists”; but there is an 
implication that it may be of some interest also for economic theorists, since 
the hope is expressed that the author has “not completely failed to achieve any 
new idea at all.” Unfortunately, it is doubtful whether many practical men of 
finance will have the patience to read it, for the language is too abstract and 
cryptic to be easily followed; and it is scarcely likely that the book will be of 
much value to economists, for there is little in it that is new, while the theory 
presented is not abreast of current developments in this field. The determinants 
f the interest rate are represented as entirely psychological, following, in the 
main, the well-known views of Irving Fisher (whose influence Mr. Lyon freely 
acknowledges). There is no recognition of marginal productivity, nor is there 
any discussion of the more recent monetary theories of interest. 

There is considerable discussion of the shifting of funds between the primary 

and secondary capital markets, and of the disparity between individual savings 
and investment. This part of the book is somewhat better, for here Mr. Lyon 
shows his familiarity with the working of the financial markets; but the 
theoretical analysis at this point is not pushed far enough, perhaps because the 
idea of the circuit flow of money is not introduced. For instance, the view is 
developed that, when the volume of individual savings falls short of invest- 
ment, the excess of the latter is “absorbed” by a fall in the market value of 
outstanding securities or by an increase in bank loans; but the involuntary 
saving which results from the effect of expanding bank credit on prices is not 
traced. Again, it is stated that when individual savings exceed the amount of 
new investment, the excess of the former is “absorbed” by rising security prices 
in the secondary capital market; but just how this “absorption” really dis- 
poses of the money withdrawn from consumption and what are its subsequent 
elects are nowhere explained. 
Some of the illustrations in the book are very apt, and here and there a 
sparkling thought is to be found. For instance: ‘Capital is the embodiment of 
invention. .. . Many pity those who have ‘come down in the world,’ but do not 
pity those who have failed to rise. . .. The mortality of a man is a wedge which 
‘plits his psyche.” But as an exposition of the theory of interest, the work 
‘aves much to be desired. 


RAYMOND T. BYE 
University of Pennsylvania 
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Economic History 


Anglo-Dutch Commerce and Finance in the Eighteenth Century. By Cus 
Witson. Cambridge stud. in econ. hist. (New York: Macmillan, 194) 
Pp. xviii, 235. $3.50.) 

A story used to go the rounds among economic historians that no one cou) 
do extensive research in the Dutch archives and keep a firm hold on his menial 
faculties. A German scholar had tried it and, after publishing a monograph 
had ended up in an asylum. I do not know what fate awaited Mr. Wil 


after writing his small book on Anglo-Dutch trade and finance in the eight- to th 
eenth century. I hope it was a better one; for he deserves it. But I do knoy " wa 
that, notwithstanding abundant evidence on many pages of close, first-hand ere 
acquaintance with the Dutch archives, the book itself is far saner and easier tang 
to follow than most of the historical monographs written in this country by ar 
American scholars who have never exposed themselves to the damp and dart- ad 
ness which often surround original sources, tucked away in the recesses of 0 
foreign countries. 

It would seem to be the proper object of reviewing, an art that is not always ms 
practiced with distinction or even with scholarly responsibility in our learned b s 
journals, to tell readers what the author has attempted to do, how succes. nodes 
fully he has done it, and how important the task was. Mr. Wilson’s intention ome 
has been to fill a gap in our knowledge of the commercial and financial history som 
of modern Europe and he has done it very well. ssn 

The rapid rise in early modern times of the tiny Dutch state, with some ae 
two million people, to the front rank among the economic powers of a Europe ad 
with more than a hundred million people, has never been adequately ex- Fo 
plained. Mr. Wilson is not concerned primarily with the economic ris of 
Holland, which took place at the end of the sixteenth and during the first ee 
half of the seventeenth centuries. But, indirectly, he sheds a shaft of light on odes 
the subject, which is new to me. As is well known, the great sources of Dutch ates 
wealth were the fishing and the carrying trades. The ships of Holland came mee 
to carry a great portion of the foreign commerce of the principal European artist 
powers. They even participated to some extent in the coastal carrying trade ie 
of France and England. One of the mysteries has been why Holland man saad 
aged to prosper when the country was so frequently (we might almost say 9 aria 
incessantly) at war. Mr. Wilson shows that, in the early eighteenth century, all J 
when the Dutch were losing their place as carriers for other nations, wa Hi... 
provided an artificial stimulus to Holland; for the principal powers, being mente 
unable to deal directly with one another in time of war, reverted to the old histo, 
system of indirect trading through the Dutch. Is it not possible that, muh 
earlier, the effects of war for Holland were somewhat similar? So long as s% schol 
could retain sovereignty over a portion of her territory, her ships were {re “oe 


to operate for others, and the very struggles which threatened her existence 
on land provided a stimulus to her life at sea, which was the basis of bet 
wealth, 

Mr. Wilson’s themes are the waning of Dutch commercial power and the 
maintenance and increase of the place of the Dutch as financiers for Europe 


auspi 


Ur 
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in the middle of the eighteenth century. He sets about to establish that Hol- 
land maintained its leading position in trade rather later than has been sup- 
posed. It was not until after 1730 that this position deteriorated. My i impres- 
sion is that he is probably right in so far as Holland’s relative position in the 
carrying trade is concerned, but that his argument is likely to create in the 
mind of the reader a somewhat false impression about the course of Dutch 
economic history as a whole. It would be a mistake to conclude from his evi- 
dence that the last half of the seventeenth century and the first thirty years 
of the eighteenth were for Holland a time of economic expansion comparable 
to that which occurred during the lives of Hals and Rembrandt. Actually, 
Wilson offers no quantitative evidence to show that there was much increase 
in commerce after 1680, when Holland was admittedly emerging from some- 
thing of an economic depression. In no state in Europe was the volume of 
industrial production or even the volume of trade increasing between 1640 
and 1730 at nearly as rapid a rate as they had increased in England between 
1540 and 1640 and in Holland between about 1585 and 1648. So it is not an 
indication of rapidly increasing prosperity that Holland was able to maintain 
its relative commercial position between 1648 and 1730. 

During and after the 1730’s and 1740’s there was a notable acceleration in 
the rate of industrial and commercial progress in France and England and in 
most other countries of Europe. In that acceleration Holland had no part; 
neither industrial production, which had begun to wane even before commerce, 
nor trade grew. Consequently Holland lost its position as a leading economic 
power, except in so far as Dutch financiers were able to place their wealth at 
the disposal of French, English, German, Spanish and Italian industrialists 
and traders. 

For persons who are able to interpret Mr. Wilson’s pages in the light of a 
general knowledge of European economic history, his book will be of much 
value. He handles his materials with skill. He writes from a background of 
culture and with a sense of the value of local flavor which add much to the 
interest of his book, but without any of the fuss that mars the pretentious 
parade likely to result from a newly acquired and superficial contact with 
artistic and civilized values. His monograph is welcome, for it will be of defi- 
nite use in the reconsideration and reinterpretation of modern European eco- 
nomic history which is no less needed than the reéxamination of medieval 
economic history undertaken by historians such as Power, Postan and, above 
all, Pirenne. The reconstruction that is wanted cannot be carried through 
fruitfully if economic history is made a separate, exclusive subject. The op- 
= ty to rewrite economic history offers an opportunity to write integral 

story. Here Mr. Wilson’s cultural background is a help. But to inflate an 
sodas monograph about a small subject into a great work of creative 
scholarship would be the last thing that he himself would wish. That would 
be a disservice to the admirable Cambridge school of history, under whose 
auspices his work is published. 

Joun U. NEF 

University of Chicago 
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The Wool Trade in English Mediaeval History. By E1LEEN Power. For a cla 
lectures. (Oxford: Oxford Univ. Press. 1941. Pp. viii, 128.) the . 
Professor Postan, to whom has fallen the sad task of seeing his wife's le. alike 
tures through the press, tells us that Miss Power composed them in advance years 
of her main work on the wool trade in medieval England. “She intended,” he Th 
says, “to complete the work in the course of a long planned and eagerly a. it pre 
ticipated sabbatical leave in 1940, and there would have been no point ip tion 
forestalling it by the publication of a brief summary of its conclusions in lec. tem ¢ 
ture.”” Miss Power’s sudden death on August 8, 1940, took place in the mids Fo 
of the Battle of Britain. The London Times for August 9, which carried news have 
of her death, also reported in large type “53 Raiders Shot Down in Channel,” were 
For many months, as Professor Postan remarks, the notes and persons of trade 
British scholars were to remain at the mercy of the Blitzkrieg. When he had some 
examined Miss Power’s papers, he deemed it important “to publish and thus trade 
to salvage what can be made ready without delay.” What we have before us Th 
is the bare text of the lectures as they were written for delivery at Oxford caree 
in January, 1939. of th 
In a larger book Miss Power would no doubt have set forth her arguments discu 
in elaborate form, qualifying her conclusions where that was necessary, and teach 
illustrating them with the apt quotations and the arresting—often amusing— suad 
detail for which she was famous. But it would be a mistake to suppose that histo 
these lectures, even though a “bare summary,” are lacking in ligt and shade. stud) 
They are no hasty, inexpert attempts to reduce a difficult subject to a few stude 
simple formulas. Rather, they are the fruit of fourteen years of solid work a pel 
among the sources, presented by a historian who was master of the art of He 
generalization and whose knowledge of her subject was always vivid and close grad 
to the men and women of whom she wrote. tor ¢ 
Miss Power’s treatment of the English wool trade in the Middle Ages deals until 
not merely with the economic but also with the constitutional and social sig- Chin 
nificance of her subject. The topics she discusses are these: what sheep pro- read 
duced English wool and who raised them; how the purchase and sale of wool Cam 
was organized; why the taxing of wool caused constitutional problems; why durir 
there was dispute about the sale of wool in staple towns; and how the develop- hard 
ment of the wool trade influenced social classes. Miss 
Her main conclusion is that the middle years of the fourteenth century— indu 
the time of the Black Death and the beginning of the Hundred Years’ Wat Hi 
—coincided with an important change in the wool trade. At about this time the \ 
the bulk of the sheep raising was taken over by tenant farmers and peasants, Med 
the production of wool began to decline, and the large financier gave way ‘© With 
the association of lesser men organized in the “quasi-monopolistic English Cent 
Company of the Staple at Calais.” Parliament, which had opposed taxes 0 She 
wool because they depressed the price to the producer, began about the year with 
1350 to recognize that the king needed a new source of revenue, and from All I 
this time forward it was satisfied to replace the “maltolte” granted by the she 
one 


merchants by “a regular subsidy granted by itself.” 
On the social significance of the wool trade Miss Power has this to say: 
“The historical development of that trade resulted first of all in raising 
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§ great capitalists and then of leveling down the peaks. . . . Indeed 
the whole fifteenth century was like that; an age on the land and in the town 
like of a more widespread but a more modest prosperity than that of the 
years when the Great War began.” 

The discussion of these subjects is at all times authoritative and vivid: 
it provides for the specialist and for the general student of history an explana- 
tion of how and why much of the commerce, the politics, and the social sys- 
‘em of medieval England “was built upon wool. ¢ 

For the present reviewer Miss Power’s treatment of the subject appears to 


a class 


have but one shortcoming. Important as the wool trade was and unique as 
were many of its characteristics, yet it needs to be considered as one of the 
trades of medieval England. It would, therefore, seem reasonable to devote 


some time to setting the organization and historical development of the wool 
trade alongside those of two or three other contemporary trades. 

These lectures are in a sense a fitting conclusion to Miss Power’s brilliant 
career. For not only do they display her range of knowledge and her skill 
of thought and expression, but by their very form—part book, part seminar 
discussion—they remind us that she was equally successful as writer and 
teacher. She was an excellent lecturer, but even more she had the gift of per- 
suading many of her better students to carry forward the study of economic 
history. This she did in part by pointing out to them attractive subjects for 
study. But with her as with all great teachers much of the power to inspire 
students came from the fact that she herself was so charming and generous 
a person and obviously enjoyed the work that she was doing. 

Her success as a teacher was well rewarded. As soon as she finished her 
graduate work at the London School of Economics in 1913, she became Direc- 
tor of Studies in History at Girton College, Cambridge. There she remained 
until 1920 when, after holding the Kahn Fellowship and traveling widely in 
China and India, she returned to London to become successively lecturer, 
reader, and professor. Shortly before her death she resumed her teaching in 
Cambridge and so arranged her affairs that she taught her Cambridge pupils 
during the daytime and her London pupils in the evening. The capacity for 
hard work was one of her characteristics. Professor Alexander once said of 
Miss Power that “she combined the graces of the butterfly with the sober 
industry of the bee.” 

_ Her historical writings are to be found in a number of books published in 
the years since 1919. Of these the principal are The Paycockes of Coggeshall, 
Mediaeval English Nunneries, Mediaeval People, and The Good-man of Paris. 
With Professor Postan she published Studies in English Trade in the Fifteenth 
Century and with Professor Tawney she edited Tudor Economic Documents. 
She contributed a famous chapter to the Cambridge Mediaeval History and 
with Professor J. H. Clapham she planned the Cambridge Economic History. 
ll her written work was distinguished by its simplicity and liveliness. Indeed 
she seems always to have kept in mind the idea expressed in the Preface to 
one of her earlier works: “History, after all, is valuable only in so far as it 
lives, and Maeterlinck’s cry, “There are no dead,’ should always be the his- 
torian’s motto.” Miss Power made history live. Her writings about medieval 
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life, her teaching at London and Cambridge, and her prominent part in qj 
enterprises for the advancement of economic history won for her a place in 
the historical world which no women and few men have equaled during th 
twentieth century. 
F. G. Marca 
Cornell University 


The Standard of Living in 1860. By Evcar W. Martin. (Chicago: Uniy, of 
Chicago Press. 1942. Pp. x, 451. $4.50.) 


Mr. Martin states his purpose as follows: “It is my wish to make some 
contribution to an understanding of economic history by describing the level 
of living at one time and place—the United States on the eve of the Civil 
War.” This is no mean task for a country that included rapidly expanding 
cities into which in any one year poured tens of thousands of people from 
nearby areas as well as many European countries; a pioneer life on a frontier 
that extended thousands of miles and was pushed steadily onward by a 
motley assortment of people, across seemingly endless plains; long-settled 
communities in the East with comfortable homes and well-established tradi- 
tions in striking contrast with those which gave America her Wild West 
legends, where living was crude in the extreme and where everyone was, as it 
were, on the make, living largely for future rewards that were to be theirs; 
communities dominated by democratic ideals and others with a social heir- 
archy of white masters and black slaves combined with poor whites of uncer- 
tain social status. In spite of these variations, the author has managed to 
include all important segments of American society and to give information 
covering a very large part of consumption. Consequently many people will 
find much of interest in the book. 

The description of consumption largely follows the traditional family budget 
categories of food, housing, clothing, education, recreation, medical care. Ina 
very sketchy “conclusion” of 12 pages the author attempts to give something 
of an all-over picture, presenting limited data on incomes and expenditures 
and what appear to him as the high lights of “An ‘American’ Standard oi 
Living.” When consideration is given to the immensity of the task, the selec- 
tion of source materials, and the difficulties inherent in the interpretation 0! 
facts, most people will be inclined to feel that Mr. Martin has done a careful, 
painstaking piece of work. 

Nevertheless the description leaves much to be desired. Despite assiduous 
research gaps remain in the story. Some of these the author points out, More 
serious is the fact that the reader in many places is likely to feel surfeited by 
a plethora of details presented with too little distinction being drawn between 
the important and the unimportant. One feels that the author was reluctant 
to omit any detail unearthed that had any relevance whatever. Summaries 4 
the end of chapters, and sections within them, catching in a few sentences 
the qualitative aspect of consumption and bringing the major quantitative 
relationships into proper perspective would have contributed much. 

The development of a greater understanding of the social process is an im 
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sortant contribution of economic history. For this, dynamic not static pictures 
are needed. The author believes that a history of the standard of living should 
help “to explain how and why the level of consumption changed and why it 
changed where and when (and at the rate) it did” (p. 2). In his conclusion 
he states, erroneously it would seem, that “the preceding chapters should have 
made clear the difference in content between the standard of living in 1860 
and that of today” (p. 393), It is true that for some things for some com- 
munities readers will have the necessary information for the comparison, but 
few persons have put together from current sources the information of the 
varied aspects of modern life to correspond to the pictures presented by Mr. 
Martin. Furthermore, certain distortions growing out of a failure to appraise 
the relative importance of various details make very difficult certain com- 
parisons even by those well-informed about the present “standard of living.” 

Historians can contribute to an understanding of the forces underlying 
change, as well as to the changes which have occurred. They should through 
their investigation of various eras and communities help to make clear the 
significance of changes now taking place under our eyes. To present a con- 
glomeration of facts about what consumption is like does little to explain 
what has made it the way it is or what is making it change. A historian may 
feel that it is enough for him to present the facts describing some phase of 
life for any one period, that his work added to that of others will provide the 
records for someone else to undertake the analysis and synthesis that gives 
meaning to the dynamic process. Such records are important. It would, how- 
ever, seem that a greater contribution would come if the investigator, out of 
his familiarity with social processes, developed hypotheses concerning the 
forces that were shaping the aspect of human life being studied—in this case 
consumption—and constantly tested these in examining the facts that his 
study brings to light. Such hypotheses, subject to modification as investiga- 
tion proceeds, set a framework within which questions are posed. Without 
such a framework the examination of forces and inclusion of facts concerning 
the influences are likely to be very haphazard. 

Although Mr. Martin gives primary attention to the description of con- 
sumption, a search for forces shaping it is not entirely overlooked. The re- 
viewer's impression is that the author paid his respects more frequently to 
production factors than to those growing out of attitudes, beliefs and aspira- 
lions as to what was a “good” life, although he leaves little doubt that people 
in general felt that it was being achieved. Here and there attention is given 
to the effects of the urge to succeed in enhancing the importance of educa- 
tion, cutting down leisure time, and bringing conspicuous consumption. The 
bearing of democratic ideals on consumption is occasionally revealed, as well 
as an individualistic philosophy that led communities to treat harshly those 
who fell behind in the struggle to succeed. Differences in the North and the 
South in this respect might well have been developed further. The effect of 
the uprooted character of the population on housing is noted; in this insw‘fi- 
cent attention is given to differences with length of settlement. The inclusion 


fa section on the church the author largely justifies by its influence on savings 
and on social life. 
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The book shows clearly its beginning as a doctoral dissertation. Its merit; 
would have been greatly enhanced by further probing into the issues raised 
in the introductory section on “The Significance of the Standard of Living” 
In some places inherent consistency could have been increased; for example 
the author states that “it is safe to assume that most workers prefer to take 
a part of the gain [of technological progress] in spare time’’; yet he says 
nothing about the fact that people are also willing to take part of their reward 
in the form of a preferred occupation, A further search for basic influences 
should have contributed much to understanding the dynamics of consump. 
tion and might even have sent the investigator back to his source material 
to see if it would not yield additional clues to substantiate hypotheses. 

Marcaret G. Rew 


lowa State College 


A Short History of Labour Conditions in Great Britain and the Empire, 175) 
to the Present Day. By JURGEN Kuczynsk1. (London: Frederick Muller, 
Ltd. 1942. Pp. 272. 12s. 6d.) 


The author of this book, the first of a series of seven volumes projected on 
the history of labor conditions throughout the world, is a follower of Man 
and Engels, and he makes no bones about it. His dedication is to the members 
of the Academy of Sciences of the U.S.S.R. In his Preface he states that stu- 
dents of labor conditions are divided into two groups: a reformist group, 
which believes that labor conditions can be improved materially within the 
capitalistic system; and a socialist group, which believes that the capitalistic 
system must be abolished before labor can come into its own. The author then 
proceeds to review briefly labor conditions in Great Britain and the Empire 
from 1750 to the present day and comes to the conclusion that under cap- 
italism the standards of living for labor as a whole have not improved. In fact, 
they have tended to deteriorate. Says he, “The preceding chapters have shown 
that only the socialist angle is justified.” 

In the first three chapters analysis is made of labor conditions in Great 
Britain during the periods 1750 to 1850, 1850 to 1900, and 1900 to the 
present day. The remaining five chapters are devoted to a treatment of labor 
conditions in the British Empire, and deal with India, Canada, Australia, 
New Zealand, and South Africa, in the order named. A perusal of the text 
bears out the statement of Mr. Kuczynski in the Preface that his treatmen! 
of the subject of labor conditions is statistical. After each chapter there is a0 
appendix made up largely of statistical tables; and throughout the text he 
backs up his contention that, on the whole, the standard of living of labor in 
these countries during the period reviewed has not improved, with table after 
table showing money wages, cost of living, and real wages, as well as other 
basic data. The author claims that this is the first book to contain an index 
of wages for Australia since 1850. 

The reviewer’s quarrel with the author is not so much over the facts which 
he presents as over his interpretation of the facts. Unquestionably, as be 
points out, labor conditions in Great Britain during the period 1750 to 1850 
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were deplorable, but he also claims that they were no better in the periods 

1350 to 1900 and 1900 to the present time. His thesis is that the exploitation 
of the working class continued; it was just the methods which had changed. 
In the first period, he asserts, absolute surplus value was created through in- 
creasing hours, decreasing wages, and employing child labor; while in the 
second and third periods, relative surplus value was created through increas- 
ing the intensity of each hour of work and the employment of higher skilled 
adults who received decreasing wages for the amount of product they turned 
out. In these latter periods he does admit the emergence of a small group of 
“labor aristocrats” who fared very well. For the whole mass of workmen, 
however, he claims that living conditions had deteriorated, True, he says, 
in many respects there were improvements in working conditions, such as 
better lighting and ventilation, but these were cancelled out by the increasing 
intensity of work. The inference is that the only hope of the rank and file of 
the British workers is first to defeat German fascism (and the author asserts 
they are all united on that common goal), and then under militant radical 
leadership to put up a fight for better working and living conditions. The 
capitalistic system has failed the workers. They must turn in the future to 
some socialistic or communistic ideology if they are to better themselves. 

Admit that the security of the British laborer during the period 1850 to 
date was none too good. Admit that his standard of living was not as high as 
one might wish. Relatively, as the author states, the British laborer was on 
the whole better off than the laborer in Continental industrial countries, and 
a case can be made to show an improvement in his status during the period 
reviewed. Indeed, there seem to be good grounds for assuming that the British 
labor movement will continue to support the capitalistic system, modified to 
meet changing conditions, as is the British custom. H. A. Marquand, a British 
labor authority, in his contribution on Great Britain in the volume Organized 
Labour in Four Continents, published in 1939, certainly takes this position 
when he says, in substance, that for the eight years previous to 1939, the 
tendency among British trade unions has been to put more and more emphasis 
on their function as institutions for the regulation of wages and working con- 
ditions and the carrying on of other orderly labor procedures within the 
capitalistic system and that they “have rarely thought of themselves, as in 
times past, as organs of class struggle.” 

Sir William Beveridge, in his report made public in 1942 upon Social In- 
surance and Allied Services, which has caused so much discussion in Great 
Britain and the United States, points out the need for greater social security 
‘or the British workman and proposes a plan to this effect. It is significant, 
however, that he ends his comprehensive report with this statement: 

Freedom from want cannot be forced on a democracy or given to a democracy. It must 
be won by them. Winning it needs courage and faith and a sense of national unity: courage 

0 face facts and difficulties and overcome them; faith in our future and in the ideals of 
fair-play and freedom for which century after century our forefathers were prepared to 
die; a sense of national unity overriding the interests of any class or section. The Plan 
for Social Security in this Report is submitted by one who believes that in this supreme 
crisis the British people will not be found wanting, of courage and faith and national 


a of material and spiritual power to play their part in achieving both social security 
and the victory of justice among nations upon which security depends. 
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Space does not permit a detailed summing up of the author’s conclusion; 
about labor conditions in India, Canada, Australia, New Zealand, and Sou) 
Africa. They do, however, make interesting reading. His general conclusior js 
that conditions of labor in the British Empire have not improved under cap. 
italism; rather they have “tended to deteriorate absolutely,” and that the 
gulf between the rich and the poor has been very much widened. Then, tuo, 
real wages have not improved. All this, the author claims, indicates the 
“validity of the socialist point of view.” 

In the opinion of the reviewer, Mr. Kuczynski may have described the 
symptoms as revealed in labor conditions in Great Britain and the Britis 
Empire with some degree of accuracy, but his diagnosis and his remedy are 
questionable. Mr. Kuczynski refers in his Preface to a statement made in q 
review of his book Hunger and Work, which appeared in The Economist, and 
which said: “The defects of this book are less of technique than of deliberate 
and avowed bias.” The reviewer feels that the criticism would apply to this 
book as well. 

FRANcis H. Birp 

University of Cincinnati 


Economic Systems; National Economies; Post-War Planning 


The Theory of Capitalist Development—Principles of Marxian Political Econ- 
omy. By Paut M. Sweezy. (New York: Oxford Univ. Press. 1942. Pp 
xiv, 398. $4.00.) 

Marxians will be grateful to the author for a profound exposition and per 
sistent defense of the theories of their master. Non-Marxians will be interested 
in what a learned young economist sympathetic to Marx has to say on issues 
fought over for decades. The discerning on both sides will notice before many 
pages are turned that the author brings to his work a mind unafraid of dif- 
ficult analyses, a broad acquaintance with Marx’s teachings, a thorough train- 
ing in orthodox economics, and a firm fidelity to the materialistic interpretation 
of history. 

The accent is on those elements in the Marxian organon which relate to the 
dynamics of capitalism, This no doubt explains the omission of such a prob- 
lem as rent, to which Marx gives 200 pages in Capital, Volume III. Much less 
understandable is the neglect of Marx’s theories of interest, profits, the func- 
tion of the entrepreneur, and above all the réle of money. Such questions 
have growingly become an integral part of the economics of the business cycle 
and of dynamic economics generally. Their omission in this book renders the 
exposition somewhat truncated. 

The book is divided into four parts concerned in succession with value an 
surplus-value, accumulation, crises, and imperialism. In the Appendix Dr 
Shigeto Tsuru offers a brief and able discussion and comparison of the repro- 
duction schemes of Quesnay, Marx and J. M. Keynes. 
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In the opening chapter, which outlines Marx’s method, there is a proposi- 
ion that invites comment. Dr. Sweezy indicates that Marx proceeds by the 
abstract method, that is, by what moderns call successive approximations, and 
that Capital, Volume I, moves preéminently on a high level of abstraction. 
The corollary is drawn that the results reached in that volume are provisional 
in character and the laws enunciated there are not to be taken as categorical 
predictions of capitalist development. He accordingly chides those who take 
griously the law of increasing misery despite the additional fact of Marx’s 
comment that “Like all other laws it is modified in its working by many cir- 
cumstances.” 

The chiding is hardly well placed. (1) If Capital, Volume I, is provisional 
a very doubtful contention), all the other principles expounded in it are to 
be taken as tentative—labor value, surplus-value, the industrial reserve army 
and the theory of crises built on it, the downfall of capitalism, etc. Yet Dr. 
Sweezy takes all these theories as much more than provisional. (2) This law 
is not only the fruit of the claimed abstractions of Capital, Volume I. It is 
propounded with great emphasis in other places, e.g., Wage Labor and Capital 
and the Communist Manifesto. (To quote from Wage Labor and Capital: “And 
thus the forest of arms outstretched by those who are entreating for work 
becomes ever denser and the arms themselves grow ever leaner.”’) (3) Marx 
calls this law “‘the absolute general law of capitalist accumulation.” Dr. Sweezy 
asserts that Marx uses “absolute” here in the Hegelian sense of “abstract.” 
We do not know. It is better to assume that Marx means what he says, and 
that he uses this word in the same sense in which it is used in his citation 
from Ortes, who talks of the “absolute privation of the first necessaries of 
life” (Capital, I, 709). Besides, the tenor of the pages on which he discusses 
the law leaves little doubt that it was to him something far from an abstrac- 
tion (ibid., pp. 707-09). (4) Nowhere does Marx modify this law more than 
any other of his laws. He regards them all as tendencies, In fact, Marx treats 
some laws as less absolute than this one, For example, he enumerates the 
counteracting factors which “thwart and annul” the law of the falling rate of 
profit. Yet this does not prevent Dr. Sweezy from considering the validity 
of this law, 

The problem of value extends over three chapters dealing with qualitative 
value, exchange value, and the relation between the labor theory. of Capital, 
Volume I, and the “price of production” theory of Capital, Volume III, this 
last question being postponed to Chapter VII in Part II. 

Qualitative value refers to a commodity as a value, as the embodiment of 
a quantum of labor that gave it being. Unknown to traditional economics, this 
conception is regarded by the author as an important product of Marx’s 
thought since it focuses attention on the social relations symbolized by com- 
modities, goods produced for exchange. This idea is a reaction against what 
Marx terms the fetichism of commodities, the disposition to notice the surface 
phenomena of the impersonal movement of goods instead of perceiving the 
underlying class structure of a society given to production for exchange. 

Dr. Sweezy is at pains to clarify this novel viewpoint, and he succeeds well. 
but one of the examples in his exposition presents, I believe, an egregious 
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simplification. It points to Adam Smith’s “invisible hand” and stress op 
laissez-faire as the reflex of commodity production, a truth revealed by Mars 
theory of fetichism, Dr. Sweezy ignores the fact that Smith’s social philosophy 
is the product of many eighteenth century currents which can hardly be sub. 


rium 0} 
Bohm-. 
error if 
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sumed under commodity production; that laissez-faire reflects a theory of The 
human volition energized by self-interest under the spur of competition and tions ¥ 
is not to be equated simply to blind automatism; that he charges tariffs the ult 
monopo:y, collusion, and anti-labor laws to the stratagems of tradesmen; and the pre 
that he is aware of many maladies of Jaissez-faire and invokes state action theory 
as a remedy. whole 

Next comes a very able presentation of Marx’s labor theory of value, The thesis 
author makes an attempt to rescue Marx—and Ricardo—from circular rea- ture, ¢ 
soning involved in relying on the market to resolve skilled labor time into a theorie 
given multiple of unskilled labor time. The author suggests that the equation on the 
between the two kinds of labor time can be determined directly by observing In I 
how much more of unskilled work a skilled man will perform in an hour than one th 
an unskilled man. This test will apply no doubt in some cases but not ger- abstin 
erally. Professionals or skilled workers like jewelers or carpenters will not omists 
dig ditches, drive a bus, or do any of the simple repetitive jobs in the modem theory 
factory with such greater results over the unskilled worker as will match the of whe 
ratio of exchange between the products of their accustomed occupations per the m 
unit of time. Here | 

The author explains that Marx was not interested in elaborating the rile omists 
of demand in the problem of value because he regarded consumer choices as depres 
predetermined by the class structure and the distribution of income, and prin- and t 
cipally because his paramount concern was economic dynamics. The author indust 
points to Schumpeter and the Keynesians who, similarly concerned, put no the cé 
stress on demand. It is to be noted, however, that these writers have not compe 
expressly addressed themselves to the problem of value, while with Marx this Ma 
problem is the explicit theme in the two or more places in which he scrutinizes this t 
it. Moreover, Marx recognizes the importance of demand in monopoly value ciated 
and he sees a proliferation of monopoly with the progress of capitalism, and been | 
yet the nature of demand remains unexplored. real 

After a clear exposition of surplus-value, the rate of surplus-value (the ratio injury 
of surplus-value to the variable capital, or wages), the rate of profit (surplus- Ma 
value divided by the variable capital plus the constant capital, or equipment b 
and raw materials), and the organic composition of capital (the ratio o/ a 
constant to variable capital—all these terms in labor units), and after a dis- — 
cussion of the falling rate of profit, the author is ready to take up the cele- 
brated problem of reconciling the labor theory of value with the price of Marx 
production theory. 

We are dealing here with a curious chapter in the history of economics. Accu 
Marx opens the pages of Capital, Volume I, with the faulty labor theory of nomit 
value, realizing that it carries the untenable assumption that the organic com- sively 
position of capital must be the same in all industries. To rid himself of this surpl 
difficulty, he offers the price of production theory in Capital, Volume II], with 


which plunges him into another difficulty by violating the condition of equilib- 
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“jum of simple reproduction (p. 114). In the ensuing controversy, in which 
Réhm-Bawerck took a prominent part, Marxians would not acknowledge basic 
error in their master but would pay tribute to him for perceiving his difficul- 
jes and for a profound struggle with his dilemma. 

The author joins this group. He reproduces W. Bortkiewicz’s lengthy equa- 
tions which laboriously reconcile the two theories of value, and stresses, as 
the ultimate vindication of Marx’s adventure with the labor theory of value, 
the proposition that the theory is a necessary and “solid foundation” of the 
theory of surplus-value, of capitalist class relations and, indeed, of Marx’s 
whole theoretical system (pp. 123, 129-30). The validity of this sanguine 
thesis may well be questioned. Surplus-value, and the whole Marxian struc- 
ture. could be built without benefit of unrealistic and internally inconsistent 
theories of value. In any event, erroneous theories can hardly claim status 
on the ground that they serve extraneous purposes. 

In Part II the first chapter takes up accumulation of capital and the next 
ne the law of the falling rate of profit. Marx is supported in his disdain of 
abstinence or time preference theories, which the book interprets as econ- 
omists’ attempts to justify the status quo. No account is given of Marx’s own 
theory. With reference to accumulation the commonly neglected issue is raised 
of what keeps wages from advancing and swallowing surplus-value in face of 
the mounting demand for labor necessarily linked with capital accumulation. 
Here the book contrasts the classical approach with Marx’s. The early econ- 
omists relied on the increased population stimulated by the higher wages to 
depress wages to the “natural” level of customary subsistence. But to Marx, 
and to the author, Malthus is completely wrong. Instead, the principle of the 
industrial reserve army is introduced. Striving to economize on the wage bill, 
the capitalist introduces machinery which displaces labor. The unemployed 
compete for jobs and lower the wage level. 

Marx lays much store by this principle and so does Dr. Sweezy. However, 
this thesis hardly squares with the facts. So far from being normally asso- 
ciated with industrial reserve armies, industrialization and accumulation had 
been everywhere accompanied by the growth of population, employment, and 
real wages. With the rising productivity of labor, wages advanced without 
injury to profits. 

Marx’s law of the falling rate of profit lacks a theoretical foundation al- 


though the book is not ready to acknowledge it. The rate of profit is at 

"+V 

or total social surplus-value divided by the total capital, constant and variable. 
S 

Marx’s explicit assumption is that the rate of surplus-value, or v is constant. 


Accumulation signifies that C grows in relation to V. It follows that the de- 
nominator grows faster than the numerator, and the rate of profit progres- 
sively declines. But, the book indicates, the assumption of a constant rate of 
surplus-value implies that, as the productivity of labor rises concomitantly 
with accumulation, labor shares in the benefits. 

This result is not in harmony with Marx’s conception of the plight of 
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labor under capitalism, and on the basis of certain quotations from Marx D; 


Sweezy asserts that the assumption of a rise in the rate of surplus-value, . 


is more in accord with Marx’s cast of thought. But now Marx is impaled op 


the other horn. The fulfillment of the law requires that — rise at a slower rat: 
V 


than > while in the world of actuality this condition may or may not gover, 


Thus in its theoretical framework the famous law remains indeterminate, Up. 
dismayed, the author seeks the final explanation of the law in the fact that, as 
accumulation enhances the demand for labor, wages rise and profits fall (p. 
105). But if the rise in wages is a steady tendency, it is, once more, contrary 
to Marx’s teachings; if it is periodic (see next paragraph), it cannot explain 
the law, which is to Marx a slow trend. 

The fifty odd pages in Part III devoted to crises are among the best in the 
book. First comes the theory associated with the law of the falling rate oj 
profit. It is pointed out that Marx is vague and inadequate here. Moreover, 
the law relates to a tendency and not to a cyclical phenomenon (p. 148). On 
the basis of some statements by Marx, the author presents the falling rate o/ 
profit theory of crises in terms of the industrial reserve army. As accumula. 
tion raises the demand for labor, wages advance until a point is reached at 
which the rate of profit falls below the conventional level. Investment is cur- 
tailed and a crisis sets in. But, with the consequent growth of the industrial 
reserve army, labor is ready to take work at reduced wages. The prospect of 
profits improved, activity is renewed. No consideration is given to the Keynes- 
ian contention that reduced wages, instead of inducing prosperity, may ag- 
gravate the crisis. 

The second theory of crises is based on disproportionalities apt to accumvu- 
late in a “planless” system. Marx does not develop around this concept a full- 
blown theory. However, seemingly carried away by his polemic against Tugan- 
Baranowski who stresses this theory in Marx and by his distaste for the 
revisionist implications of Tugan’s attitude, the author puts much less em- 
phasis on this thesis than Marx does, especially in the section on crises in 
Theorien tiber den Mehrwert, Volume II, Part 2, and in the later chapters in 
the second volume of Capital. 

Most prominent in Marx’s mind is perhaps the underconsumption theory. 
In many a place he is struggling to give precise expression to the concept but 
does not succeed. Dr. Sweezy sees the heart of the theory in the fact that 
under capitalism accumulation, investment, and therefore the means of pro 
ducing consumer goods grow at a faster rate than the demand for such goods. 
Periodically the supply of consumption goods outstrips the demand at profit: 
able prices, precipitating a crisis. Dr. Sweezy adopts this theory as his ow!. 

The last two chapters in Part III discuss the breakdown of capitalism. A 
lengthy account is given of the rather arid views of over half a dozen Marxists 
on this question. Then the author turns to this problem by evaluating the 
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forces which may counteract underconsumption. His judgment is that such 
forces are gradually losing their power, and a period of stagnation is inevitable 
except that the state may by fiscal policy deliberately attempt to frustrate 
the tendency to underconsumption. Hansen’s influence is in evidence, The 
author returns to this problem in the closing chapter of the book where he 
yoices the conviction that state expenditures to assure full employment will 
be frowned upon by the capitalists as contrary to their interests, and, the 
handmaid of the dominant class, the state is certain not to attempt such a 
venture. The inference is that stagnation is the inescapable road to com- 
munism, but the author prefers to conclude the book with a speculation on 
the spread of communism as a sequel to this war. 

Part IV, devoted mainly to imperialism, deals in the Marxian tradition with 
a variety of questions on which Marx said little directly. Space does not per- 
mit an extended résumé. The main thesis is that the last quarter of the nine- 
teenth century saw the change from competitive capitalism to monopoly 
capitalism, which intensified alike accumulation, the decline of the rate of 
profit and underconsumption, sharpened class conflict, and expanded the re- 
pressive power of the state. The previous policy of free trade or mild protec- 
tion and of non-aggressive colonial systems gave way to high tariffs, increasing 
investment abroad, and wars of redivision of annexed territories. The limits 
to imperialism are seen in the rise of communism. The exposition leans heavily 
on Hilferding’s Finanzkapital and Lenin’s Imperialism. Fascism, treated in 
the penultimate chapter, is pictured as preéminently a capitalist society with 
capitalist class relations, conceived in the defeat in an imperialist war of re- 
division and organized for another war of redivision. Should fascism emerge 
victorious from such a war it would not escape the Nemesis of dissolution 
through stagnation brought about by overaccumulation and underconsump- 
tion. 

These final chapters contain interesting observations as well as propositions 
that would scarcely command ready assent. Only a few of these latter can be 
indicated. Monopolists can gain only from capitalists since laborers get the 
irreducible “minimum standard of subsistence” (p. 277). Commerce is unpro- 
ductive, adding neither value nor surplus-value; and one country cannot 
“extract value” from another country by trade alone (pp. 278-79, 290). Ag- 
gressive colonial policy has been the unique fruit of monopoly capital since 
the last quarter of the previous century (pp. 301 ff.). Trade unions encourage 
mechanization and with it unemployment and an intensified tendency to un- 
derconsumption (p. 313 n.). In the present war the struggle between Germany 
and Russia is epitomized as a struggle between capitalism and communism, 
and the struggle between Germany and her other adversaries as an imperialist 
war of redivision (p. 324). 

_ Marx’s roving mind came on the trail of many significant problems, often 
in advance of the academic interests of the day. Unfortunately, while he 
threw light on some questions, as often as not the more he dwelt on a problem 
the greater the confusion he bred. Lenient to Marx, the book does not always 
display the vagueness, the meanderings and the inconsistencies; and at times 
it substitutes a clear-cut or modern view for his gropings, confident that it 
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represents what he had in mind. As a result Marx appears in better light thay 


would otherwise be the case. But it i are : 
tended analyses combine to make the book a work of outstandin eye ™ ai noved 
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Behemoth: The Structure and Practice of National Socialism. By Fray di Rier 
NEUMANN. (New York: Oxford Univ. Press. 1942. Pp. xvii ‘532. bo 
Three economies exist in the Third Reich, “a competitive ain A : “Huge 
monopolistic economy, and a command economy” (p. 291). Th ae tion of 
shriveling up before the advance of the other two and the last 
means for the organization and codrdination of the second on behalf on the oo 
configuration of interests that both controls the monopolies and re o. _— 
the state. Those interests, in turn, represent a symbiosis of the u on ca 
of the Junkers, the old Hohenzollern civil service 
castes of the army, the industrial commercial and financial baronry of “ or 
gigantic monopoly groupings, and the upstart party demagoguery. On ms rem 
economic front the new policies mean a greatly accelerated and wholes . aah 
liquidation of little business on the one hand, and generalized “reprivitiz tion’ om 
of the publicly owned or “socialized” sector on the other. The ne onl 
that Germany has emerged with a monopolistically organized economic iaahen abe 
to which the political and social totalitarianism of the nazis was Sar masse sh 
than a mere convenience: it was a downright necessity. ty 
A necessity, however, for many closely related reasons. “. . . in a monop- - : 
olistic system profits cannot be made and retained without totalitarian ow 
political power, and that is the distinctive feature of National Socialism, If - - 
totalitarian political power had not abolished freedom of contract, the cartel oer 
system would have broken down. If the labor market were not controlled i ; 
by authoritarian means the monopolistic system would be endangered; ii 00 
raw materials, supply price control and rationalization agencies, if credit and a 
exchange-control offices were in the hands of forces hostile to monopolies ape 
the profit system would break down” (p. 354). . : 2 
Hypersensitivity of such an economy to business cycles and the pushing G “ 
and pulling of conflicting social forces have required steady and cumulative ws 
ae of centralized power over money, credit, labor, markets, prices, sod 
etc., until the time arrived when the combination of internal stresses and the ci a. 
shriveling up of world markets—upon which the German economic systet! “ ‘ 
was dependent to an extraordinary degree—brought about a situation where wes 
the only alternative placed before the governing powers to total abdication the | 
was seizure of absolute political authority. The result was a revolution from me 
the right which was compelled, as a condition to success, both to wipe ou! “ee 
all democratic institutions and controls and at the same time to generate 4 partn 
ena following. The nazis were able to supply the missing parts in the total none 
solution, for the modern fascist leader has found a way to canalize “unrest ring 
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manner that leaves untouched the material foundations of society” (p. 
467). The formula which provided a mass following also developed, as it 
moved from each triumph to the next, an “opportunistic, infinitely elastic 
ideology” from the arcana dominationis which many have mistaken for theory 
hut which is, on the contrary, spun ambidextrously without any felt need for 


an internally coherent doctrine nor any success in sporadic efforts to supply 


than 
t the 
ey. 


ER 


one. 
Neither the elements that make it up, nor the formula itself is new. Cola 


di Rienzo attempted in 1347 to set up a dictatorship of the wealthy and 
well born by exploiting to the full the frustrations of the Roman populace. 
“Huge allegoric paintings on house walls, street demonstrations, the celebra- 
tion of magic ceremonies, passionate and violent speeches full of allegorical 
and historical reflections on the glory of Rome, promises of deliverance from 
the domination of the nobles were his stock in trade” (p. 466). Many since 
Rienzo have tried their hand at it. Nearly every important feature of the 
nazi system had been advocated or actively promoted by the powerful in both 
Hohenzollern and Weimar Germany. The notion of a “greater Germany” 
Grossdeutsche Reich, pp. 130-73) which would dominate all of Central 
Europe goes a long way back in German history. So likewise does the concept 
of a “racial people” (chap. IV) which, as an inherently superior stock, was 
destined to conquer and govern the world. 

The realization, however, that the nazi state has evolved as the logical 
outgrowth of deep-rooted trends in past German history is very apt to confuse 
the unwary observer. It must be understood at the outset that the internal and 
external programs of the ‘““New Order” are woven of the same cloth, and that 
what appears within Germany as anti-democratic and caste-ordered totali- 
tarianism—dominated on its economic side by the vast and omniverous com- 
bines—appears in the conquered territories with precisely the same weapons, 
methods, outlook, and objectives, and that, accordingly, “German imperialism 
is primarily the policy of its industrial leadership fully supported by the 
National Socialist party” (p. 202). The new “Economic Groups” are com- 
pletely dominated by the cartels and the combines, and by every important 
criterion the process of monopolization has been enormously accelerated, both 
at home and abroad, since the advent of the nazis (pp. 274-75). The cases 
of the famous Continental Oil Corporation (pp. 396-98) and the Hermann 
Goeringwerke (pp. 298-304) are especially interesting because they illus- 
trate the methods by which concentration of economic power is speeded up, 
and also because they show how party functionaries are drawn into business 
circles as direct personal participants while simultaneously the erstwhile prop- 
erties of small business, Jews, Czechs, French, and other domestic and foreign 
business are liquidated to the advantage of the monopolistic giants. Neither 
the party, the bureaucracy, nor the military is in any significant sense arrayed 
against this wholesale seizure of the business property of the financially weak 
and the politically helpless. On the contrary, they appear throughout as 
partners and participants. In the patois, this represents on both the domestic 
and the international scene a nazi version of the combination of “the beer 
ring and the racketeer”—but with this difference: this time the combination 
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arises not against the government as policeman and prosecutor, but with knowl 
the government as guardian and promoter. straint 
But it is equally clear that this political triumph of German monopoly. has be 
oriented capitalism is fraught with the gravest dangers to itself. On both th formu! 
domestic and the foreign fronts it must win or lose all. No better illustratioy It is 
can be offered of the hazards it is now taking than the strange and fantastic argum 
business career of the Arbeitsfront which has become one of the largest bus. suffers 
ness corporations in Europe, and that by methods which are in no wise gener. The al 
cally new. Yet these same methods are so close to theft and brigandage tha as are 
they are bound to arouse most profound distrust. Though they have partici. no the 
pated in the process both at home and abroad, “There is no doubt that Ger. many 
man capitalism dislikes this development. There is no doubt that this process law, ¥ 
has intensified the contempt in which the old bureaucracy and the industrial propa} 
leadership hold National Socialist gangsterism, which in less than four years, that | 
built up the biggest industrial empire of Europe by expropriation, outright “chari 
theft, and ‘shake-down’” (p. 305). is not 
Just as the price which German big business has paid for security from or tha 
its former domestic enemies may eventually prove to be too high, so have Yet 
these pro-Axis business firms in the occupied territories gradually learned that a larg 
they have fled democratic controls only to welcome a wolf in sheep’s cloth- tions, 
ing. The conquering Nazis have proceeded on the simple assumption that “to covers 
the victor belongs the spoils’; and so German concerns take over French, to be 
Czech, Austrian, and Roumanian concerns with sublime indifference to the brack 
rights of the owners according to the rules of “business as usual.” The Dresé- howe\ 
ner Bank takes over the Bank of Belgium; I.G. Farbenindustrie takes over for th 
Kuhlmann; the Hermann Goeringwerke takes over Skoda and Reschitza. The the p 
new conquerors no more than the old can be appeased; combination by force tions 
and fraud gives way to empire building by sanction of the naked sword. 80 lor 
From these considerations it follows that the nazi system, logical out- 
growth of the past as it is, is still something distinctly new. Capitalism re Un 
mains; the bureaucracy remains; class antagonisms, despite ferocious attempts 
at total extinction of popular organizations and ideology, remain. Nothing he 
basic to the form, structure, outlook, or practices of the great combines is . ; 
new. Even the over-all program of the Nazis might be taken as but little 
more than an outgrowth of the old program of the Pan-German Party 0 Th 
Hohenzollern times (pp. 206-07) or as a projection—on the economic side, and 
at least—of the “planned economy” of Rathenau and von Moellendorf (p. again 
285). Yet the nazi system is in many respects still something which is sig Butle 
nificantly new. my 
Wherein lies the newness? Precisely in the fact that it represents such Gern 
a complete and total synthesis of these past elements with a structure which Behii 
is based upon a mass following. Only in the Axis countries has a systematic sm g 
effort been made to extirpate the germinal ideas and the prototypal institu: ‘IVINS 
tions of the democratic enlightenment, root and branch. Only here has !a¥ has 1 
been transmuted into unabashed opportunism, ethics been made deliberately durir 


a tool for authoritative manipulation, political, social, and economic rights oi 
the common man been successfully denounced as a snare and an illusion, 
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knowledge declared a tool for propaganda, and power been used without re- 
straint against any party less quick with the tommygun. A mass following 
has been organized to help destroy all vestiges of mass participation in policy 
jormulation and policy control. 

It is impossible for any reviewer adequately to summarize Dr. Neumann’s 
argument as he ranges over this latter territory. Brilliant as it is, this section 
suffers from certain shortcomings which mar many sections of the book. 
The analysis need not have been so tendentiously phrased, and such judgments 
as are contained in the conclusion that the Nazis have no state, and can have 
no theory of a state because (1) some of its leaders reject both and (2) 
many of its spokesmen specifically deny the authority of any kind of natural 
law, will not stand any too close examination. Nor, also, will the definition of 
propaganda as “violence committed against the soul” (p. 436), the assertion 
that feudalism is wholly incompatible with nazism (p. 396), that leader 
“charisma” is necessarily contradictory to bureaucracy (p. 397), that “Europe 
is not an adequate basis for raising the European standard of living” (p. 337), 
or that the uprooted middle classes are “genuinely anti-capitalistic” (p. 217). 

Yet, with minor exceptions, these flaws do not unduly mar what is by 
a large margin the most powerful and masterly exposition of the origin, func- 
tions, and outlook of the nazi system yet to appear in print. Dr. Neumann 
covers an immense territory in this book, and the social scientist who tends 
to be an unduly narrow specialist in one of the familiar college catalogue 
brackets will frequently have a hard time in the reading. The careful reader, 
however, will be richly paid for the time he invests in Behemoth, not only 
for the grasp it will give him of the nazi system as a whole, but also for 
the profoundly disturbing parallels it suggests to developments in other sec- 
tions of the world—not excluding many of those at home. And this is his meat 
s0 long as he can prevent it from becoming, also, his poison. 

Ropert A. BRADY 

University of California 


The Roots of National Socialism. By Rowan D’O. Butter. (New York: 
Dutton. 1942, Pp. 304. $3.00.) 

The myth of the Doppelgainger—of man’s double which is dark, malignant 
and evil and which wages perpetual and well-nigh always successful war 
against the better self—is an old and recurring theme in German literature. 
Butler employs the figure to characterize the triumph of the Nazis as the vic- 
ory of the “‘night-side” of the “German soul.” In this analogy there are two 
Germanies. The one is kindly, humane, rich, imaginative and creative. 
Behind it stand the history-less masses of the German people who have 
lor generations been quietly going about the business of making a peaceful 
ving, but whose total abstention (sic. p. 279) from political life in so doing 
has rendered it wholly powerless to check or seriously to influence—even 
during the interlude of the Weimar Republic—the Doppelganger of bitter, 
anti-rational, egotistical, and anti-Christian Prussian reaction. Thus it has 
become a mere “‘shadow swallowed up in evil,” and the Doppelganger emerges 
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triumphantly as the real or true Germany. “Under Nazi rule Germany has now al 
emerged resplendent in her Germanity” (p. 296), and so we see that neither Nazis | 


the Third Reich itself nor the values, doctrines, and codes which have beep Duff ¢ 
spun in defense or explanation of it are in any wise new. argue). 

On the contrary, Butler holds, it is nothing but the stale flowering of the such bi 
sinister spirit of the lords of the Prussian Marches and their evil Epigoni, Suck 
“« .. . when the theory of national-socialism is viewed in relation to German involve 
political thought of the last century and a half it is seen to be stale stuff. false— 
stale and unadulterated” (p. 276) as may readily be shown by reference to confess 
the “turgid unoriginality” of Hitler, Rosenberg, and the Nazi lesser lights: enougt 


The exaltation of the heroic leader goes back through Moeller van den Bruck, Spengler, the Ge 
Lamprecht, Chamberlain, Nietzsche, Lassalle, Rodbertus, and Hegel, back to Fichte’s ential 

Zwingherr zur Deutschheit. The racial myth is only the latest edition of Spengler, Cham- as hu 
berlain, Lagarde, Diihring, Schemann, Wagner, Gobineau, and the adumbrations of Gérres, thev 4 
Arndt, and Jahn. In their antisemitism the Nazis have merely followed Diihring in theo- é 
rizing a very widespread prejudice which goes back to the Junker following of Marwitz 
and beyond. The concept of the ruling elite occurs again and again in German thought : 
from the time when the romantics proclaimed their faith in aristocracy. The community ceptin; 
of the folk runs from Hitler right back to Herder. The full programme of economic autarky much 
was outlined by Fichte in 1800. National-socialism itself derives in theory from Moeller that it 
van den Bruck, Spengler, Rathenau, Naumann, Diihring, Lassalle, Rodbertus, Fichte. There 
is hardly a thinker in the line who was not more or less a nationalist. Spengler foretold 
intensive nationalist propaganda; more than a century before Herder and Novalis were In 

urging it. The tradition of militarism—Banse, Bernhardi, Treitschke, Moltke, Ranke, an Ap 
Clausewitz—is only the reflection of Prusso-German history since Frederick II and the au 
before. The dynamic originality of German culture in contrast to the artificial civilization but th 
of the West was a theme dear to Moeller van den Bruck, Spengler, Mann, Chamberlain, 
Lagarde, Ranke, Fichte, and the romantic school at large. The polemic against reason 
and the intellect is Nazi, neo-romantic, romantic. The supernational mission of German the tr 
culture was as evident to Novalis and Fichte as it is to Hitler and his followers. Living-space that t 
for Germans was the demand of Moeller van den Bruck, Bernhardi, Naumann, Ratzel, and ine “I 
List. Pan-Germanism was already a cult with Arndt and Gorres and Grimm. The abasement in Pal 
of the individual before the state finds precedent with Hegel. The Nazis say that might is 

right; Spengler said it; Bernhardi said it; Nietzsche said it; Treitschke had said as much; he al 


most 


of Gel 


nazi 


quate 


so had Haller before him; so had Novalis (pp. 276-277). utilite 
ment 
This paragraph summarizes the entire book. Casting back to Luther, (dart 


the Great Elector, Frederick William I and his totalitarian Generaldirecto- Moel 
rium, and Frederick the Great for the taproots of the Prussian system and its broth 
appropriate Weltanschauung, Butler traces in a series of absorbing chapters In 
the flowering of the German Doppelgdnger whose end product could be no histor 


other than the ferocious nazi system. Thus Butler hopes to have made it be tr: 
“easy for other people to understand how individual Germans, respected as It cor 
decent, warmhearted men and women, lovers of family and the home, orderly, heim 
upright and industrious, can suddenly, to all appearances, forget themselves Gree 
completely and eagerly merge their being in a national whole distinguished and | 
for its aggressive ferocity and its ruthless disregard of the accepted principles ringt 


of conduct in civilized society” (p. 9). 

So far as he may have been successful in this effort, Butler has at the 
same time achieved an indictment of the German people as wel! as of the 
Prussian system. As the above quotation makes perfectly clear, the author 
holds that, although once the evil lay in the fact that a mad dog was loose, 
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now all have been bitten and the whole nation is mad. A war against the 
Nazis then can only be a war against the German people as a whole (as 
Duff Cooper and other leading British spokesmen have since come to 
argue), and one might well wonder how “practical men” will translate any 
such belief into action once they gain the upper hand. 

Such issues aside, how sound is the analysis? As an exegetic labor it 
involves an interpretation which is inadequate—where it is not downright 
‘alse—on four closely related points. In the first place, it is clearly and 
confessedly an analysis only of the Doppelganger literature, which is good 
enough, but it will not support the conclusions regarding the “Germanity” of 
the German people. Thus it wholly ignores another and enormously influ- 
ential tradition which is as cosmopolitan as these others are nationalistic; 
as humane as they are militaristic; as civilized and pro-enlightenment as 
they are primitivist and irrational. Goethe, for example, towers above al- 
most all the writers analyzed by Butler, and with Goethe belongs the whole 
ff Germany’s two greatest contributions to the Western world, music (ex- 
centing even Wagner only in part) and natural science. This tradition is as 


| much Germany as Butler’s Doppelganger, and the proof is not forthcoming 


that it has been willingly given up by the German people for the gods of the 
nazi world. 

In the second place, just as partisan exegesis can make of a David or 
an Apostle Saul either saint or blackguard, so might one select from most of 
the authors cited by Butler passages which establish not the case he has made, 
but the precise contrary. To be true, the results would not provide an ade- 
quate summary of the literature in hand, but the effort would establish 
the truth that Butler’s claim—which, incidentally, is also that of the Nazis— 
that the contrary proves the Third Reich to be merely the flowering of genu- 
ine “Germanity” will not stand any too close examination. Kant believed 
in Pflicht as everybody knows, and the Nazis can cite him to that effect. But 
he also both doubted the soundness of Benthamite hedonism and Millsian 
utilitarianism, on the one hand, and gave powerful support to the enlighten- 
ment theories, on the other. Much the same thing might be said of Fichte 
(during his earlier years, at least), Hegel, List, Ranke, Ratzel, and even 
Moeller van den Bruck (whose views gave rise to the program of the Strasser 
brothers whom the Nazis liquidated on the night of June 30, 1934). 

In the third place, the theme of the Doppelgdénger can be found in the 
history of any other Western power by those with a mind to do so, It could 
be traced through Machiavelli, Mazzini, Cavour, Mosca, Pareto and Gentile. 
It could be followed through Bodin, Colbert, Rousseau, le Bon, Sorel, Durk- 
heim and Bergson. It can be found in Hobbes, Filmer, Burke, Carlyle, T. H. 
Green, Wilberforce, Bagehot, Disraeli, Cecil Rhodes, Curzon, Chamberlain 
and Churchill (see e.g., McGovern, From Luther to Hitler). Professor Par- 
rington has traced its equivalent from the germinal sources of New England 
Brahminism and Cavalier South. So to trace is not necessarily bad history, 
but so to conclude either from such an effort or from any series of doctrinal 
pronouncements of a newly arisen political power synthesized from such 
Sources is neither correct or incorrect, but merely banal. 

Finally, one may question the analogy of the Doppelgdnger itself. It is 
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striking and forceful; but it is also well-nigh meaningless. The forces which their OW 
brought the Third Reich into being are a product of the power politics of abuse 0 
conflicting European imperialisms, and of the corresponding or resultan: MMe position 
synthesis of internal pressure groups of an anti-democratic frame of mind— M. Earl 


the Junkers, the old Hohenzollern civil service bureaucracy, the industrial, flanked 
commercial, and financial monopoly groupings, and the military hierarchy. would u 
The significance of these pressure groups is almost entirely missed by Butler: Mack 
he recognized, for example, neither the réle played by such organization: in peac 
as the Centralverband der deutschen Industriellen and the Bund der Land. world pr 
wirte, nor the events of 1879. He has entirely missed the reasons why triumph yet shal 
of the Hugenburg program depended upon successful alliance with the of Nati 
Hitlerian mass following. He has failed to note (p. 274) that the Nazis some of 


took over power not at the time when they were able to poll a peak vote, sidered 
but only after their popular following had begun to fall off and Hitler operate. 
had been thrown into a fit of despair by a declining ballot. Now, of all the He re 
times, is not the time to repeat the mistakes made in the heat of battle Island,” 
in the last World War. Of all those mistakes, the worst one we could make— fall und 
either in the councils of state, or on the printed page—is the indictment from he 
of a whole people. That, in effect, is what Mr. Butler has done. base, ar 

The book is, unfortunately, marred by a number of technical flaws. It has commut 
a good many typographical errors, including an incorrect paging for two lowland 
chapters in the Table of Contents. Worst of all, it has no index. the Vol; 
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Democratic Ideals and Reality; a Study in the Politics of Reconstruction. By importa 
Str HAtForp J. MAckinpeErR. (New York: Holt. 1942. Pp. xxvi, 219. German 
$1.90.) line wh 
Geopolitik, Doctrine of National Self-Sufficiency and Empire. By JOHANNES power), 
MatrTeErN., Stud. in hist. and pol. sci., ser, LX, no. 2. (Baltimore: Johns From 


Hopkins Press. 1942. Pp. xiv, 139. $1.50.) Snot n 


It might almost be said that these two volumes represent the beginning tion, Be 
and the end of Geopolitik. Mackinder’s book, reprinted unchanged from its many d 
original edition of 1919, is credited by Haushofer as the source of his studies. mndividt 
Mattern’s book surveys the literature of geopolitics, particularly German, ums, U 
points out that it is not a new but a dressed-up subject, and concludes that needed, 
it offers no solution to our problems. . tepend 

This reviewer has read the book by Mackinder with the same mixture 0! “a 
feelings recorded by Major G. F. Eliot in his Foreword to the present edi: eory 
tion: with astonishment at the author’s knowledge of what is now called 
geopolitics, with admiration for his clarity and simplicity of presentation, 
and with regret that his work has been so much overlocked by us who need 
it and so much twisted by the devil (Haushofer) for his own purposes. Ac. 
tually, the book constitutes one of the strongest arguments for internationa 
organization which has been written. As in other cases, the Germans have 
taken over an important matter which we neglected, and have adapted it for 
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their own purposes. The use which the Germans have made of the book is an 
abuse of its purpose, for Mackinder particularly warned us of the strategic 
position and ambitions of Germany. He also warned the English, as Edward 
\. Earle points out in his Introduction, that their sea power could be out- 
janked by land power, and that the rise of great industrial states in Europe 
yould undermine British strategic and economic security. 

Mackinder’s interest, as the subtitle suggests, is not in aggrandizement but 
in peace. The opening question of his book is: “Can we establish such a 
world power as will suffice to keep the law between great and small states, and 
yet shall not grow into a world tyranny?” The problem of the new League 
of Nations, he prophesied, would be a “housing problem,” and he talks of 
sme of the geographic and economic realities which would have to be con- 
dered if the world were made a safe place within which the League could 
operate. 

He refers to the joint continent of Europe, Asia and Africa as the “World 
sand,” and looks forward with trepidation to the day when this area might 
‘all under German control. If this should happen—and it has not been so far 
‘rom happening today!—German sea power would have the widest possible 
base, and English sea power would be outflanked. Within this area, improved 
communications have effected a continental revolution in unity. The greatest 
lowland on the globe, extending from Western Siberia through Turkestan and 
the Volga Basin to Persia, and on through Arabia and the Sahara, constitutes 
an area inaccessible to sea power, except through the Arabian waterways. This 
area he calls the “Heartland of the World,” and Africa south of the Sahara 
isasecond Heartland. The Heartland has not had sufficient man power (mean- 
ing economic productive capacity as well), but he calls attention to its strategic 


Germany, which lies on the line between East and West Europe, and on the 
line which demarks the Heartland (land power) from the coast land (sea 
power). Today, another state is increasing its man power in that area. 

From geography, he turns to the “economic reality of man power,” which 
snot merely counting heads, but depends rather on organization for produc- 
tion, Both the political economy of Britain and the national economy of Ger- 
many derived from Adam Smith, but Germany substitutes the nation for the 
individual as the unit of competition. With the improvement of communica- 
tions, Germany grasped the idea that it was possible to grow man power where 
needed, on imported foods and raw materials. British prosperity, he says, 
vepended not upon free trade, but upon the fact that Britain was a “going 
concern”; Britain could have free trade in 1846 because she was strong. The 
leory of free trade based upon natural facilities might have been tenable in 
the days of Adam Smith, but not when the Going Concern—economic and 
inancial strength—could outweigh natural facilities. As specialization in- 
‘teased, Britain concentrated upon certain industries and became as market 
dungty as Germany; but she did not have the bargaining power of a tariff, 
and therefore had to depend upon sea power—whereupon Germany built up 
ueT power, 

We won the war, but if Germany had not committed the blunder of fight- 
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ing on two fronts, if she had elected to stand on the defensive in the Weg 
she might have conquered the Heartland. It was a narrow escape for th: 
world. That narrow escape is being repeated today, and it may be well this 
time to remember Mackinder’s words: “If we accept anything less than ; 
complete solution of the Eastern Question in its largest sense we shall merely ing int 
have gained a respite, and our descendants will find themselves under th: 


necessity of marshaling their power afresh for the siege of the Heartland.” New 
East Europe, like West Europe, must be divided into self-contained states: 
there must be a reasonable equality of power if the League of Nations js tp 
succeed. He suggests seven independent states, connected by railways, and Leninis 
with access to the Baltic, Black and Adriatic Seas. Publ 
Both the free trade of Britain and the predatory protectionism of Germany, This 
he says, lead to war. Laissez-faire means surrender and fatalism; panic re. written 
sulting from competition means war; anarchism and Bolshevism mean social have n 
suicide. The course which remains open to us is control, and the war proved span 0! 
that the gigantic forces of modern production are capable of control. In a the Fi 
democracy, this means self-control; we can secure equality of nations only by movem 
control from within as well as from without. We have worshipped the Going nique | 
Concern as an irresistible god, but it can be bent to our service if we havea occurre 
policy inspired by an ideal; that ideal must be complete and balanced eco- policies 
nomic growth in each locality. We have risen during the war to the concept the pec 
of a single strategic command. Can we do the same for peace? are het 
Dr. Mattern’s book is of a different nature, It was written in 1942, and he no othe 
has had an opportunity to survey the large literature of geopolitics, “particu- success 
larly the National-Socialist brand,” which like Marxian dialectic materialism, the ph 
is ‘‘a revolution for the redistribution of the natural resources and wealth of backgr 
this earth.” The Nazis, however, would accomplish this through national seli- The 
sufficiency, where the Marxist solution would be an international one. Though steps i 
Geopolitik may in a formal way represent a new system of thought for the careful 
social and political control of group life, “the basic ideas upon which it oper- permal 
ates or upon which it is built are as old as the hills and the vales, the moun- USS. 
tains and the plains, the rivers and the seas with which it deals.” Laissez-faire ficially 
democracy, restricting government, met a check because of the abuses restlt- ism, th 
ing from the Industrial Revolution, which called for a return to state inter- makes 
ference. Reactions of this nature led to communism, socialism, nazism—and practic 
to Geopolitik. Whether the last is good or bad depends upon its objectives. nents. 
For several chapters Dr. Mattern discusses, in an objective frame of min¢, A mor 
geopoliticians ranging from Alexander von Humboldt and Kjellen to Spyk- Econo’ 
man and even Burnham (Managerial Revolution). He rejects the theory 0! One 
the state as a biological organism, and the necessity that “have-not” states gram | 
must fight to obtain, and that “have” states must fight to defend. He does arounc 
not regard war as an inevitable law of nature. There is no indication as ye! towarc 
that the have states are prepared to turn over to the have-not states territories proble 
containing resources which the latter need; thus no solution is to be fount Trotsk 
in this line of argument. After geopolitics, what? Dr. Mattern gives us _ Stal 
explicit answer, but he points out the moral responsibility for providing living ‘orce | 
conditions that will make peace a blessing for peoples rather than a night: prelim 
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mare for them; and he appears to consider organization of the community of 
ations for this purpose a necessity, 

It is worthy of notice how studies of this kind arrive by different routes at 
the necessity of providing economic security for the individual and of provid- 
ing international organization through which only can this be done. 

CLYDE EAGLETON 
New York 


Leninism, Selected Writings. By JosEPH STALIN. (New York: International 
Publishers. 1942. Pp. 479. $2.75.) 

This important book comprises twenty-four selected addresses and articles 
written by Stalin between December, 1924, and March, 1939, some of which 
have not been previously available in the United States. It was during this 
span of years that the collective farm program was promoted with success, that 
the Five Year Plans were initiated and fulfilled, and that the Stakhanovite 
movement arose to stimulate inventiveness and to encourage mastery of tech- 
nique by Soviet industrial workers. During this same period bitter struggles 
occurred within the leadership of the U.S.S.R. over internal and foreign 
policies that culminated in the unity, under Stalin’s direction, which has enabled 
the people of the Soviet Union to repel Hitler’s assaults. These developments 
are here seen through the eyes of Stalin around whom they pivoted. There is 
no other source that can be more rightfully called the “inside story” of Russia’s 
success as a socialist power, that more clearly depicts the economic thinking, 
the philosophy and psychology of Stalin, and more effectively explains the 
backgrounds of the Soviet victories over the nazi armies. 

The papers are arranged chronologically and in this way reveal the various 
steps in the emergence of the U.S.S.R. as a socialist economy. It opens with a 
carefully reasoned, caustic account of the fallacies of Trotsky’s “theory of 
permanent revolution,” which Stalin saw as endangering the survival of the 
U.S.S.R. For those who have interpreted Stalin’s stand on this question super- 
ficially as a conflict of personalities, or as a manifestation of Russian national- 
im, this selection is required reading. Here, as throughout the volume, Stalin 
makes constant reference to the writings of Lenin as a guide to theory and 
practice, and as a means of refuting the validity of the arguments of his oppo- 
nents. This accounts for the title of the book, although no paper is so named. 
A more descriptive title might have been Problems and Progress in Soviet 
Economic Life. 

Une of the major problems of the U.S.S.R., before the collective farm pro- 
gram was achieved, centered around the state policy toward the peasants, and 
around the degree to which their collaboration with the industrial workers 
‘oward the attainment of the socialist regime could be affected. It was this 
problem that formed the primary content of Stalin’s polemics both against 
Trotsky and the group which is characterized as the “Right Deviation.” 

. Stalin, in these papers, indicts the Trotsky group as seeking prematurely to 
‘orce the development of collective farming by means of decrees without the 
preliminary requisite education of the masses as to the significance of the step. 
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At the same time he attacks the “right” for regarding the collectivization pro- Th 
gram with crucial reservations. Stalin’s speeches reveal the intensity of the 
struggle to overcome both oppositions, and to win the peasants to the support 
of the Soviet regime and the collectivization program, so that a sufficient food 
supply for the growing industrial population of the cities could be assured. He 
argued that Soviet economy could not survive so long as agricultural produc. 
tion was based on scattered and small peasant farming, and so long as there 
was conflict between country and city over the food supply. In these speeches 
one can follow the tempestuous steps which led to the success of the collectivi. 
zation program, and observe how carefully Stalin directed every stage of its 
victory over prodigious difficulties. 

As is well known, resistance to Stalin’s policies in this period was not con- 
fined to differences in agrarian policies. The opposition forces not only denied 
the need for a drive against the capitalist elements or “kulaks” in the Soviet 
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rural districts, and contended that subsidies to the collective farms and state whick 
farms was throwing money to the winds. They also demanded a contraction in social 
Soviet heavy industry on the ground that the speed of development was fatal realit 
for the country because it created shortages in consumers’ goods; agitated were 
against criticism of bureaucracy as undermining the state apparatus; and in- as ap 
sisted that the government monopoly of foreign trade be relaxed. The papers been 
here published contain the arguments and present the programs by which readil 
Stalin met the objections of his opponents as he stood his ground firmly against ism” 
them. Any economist with this material before him can now, from the vantage Marx 
point of history, judge for himself whether Stalin’s much-criticized policies A 
were correct in terms of the welfare of the Soviet people and of the world. towal 
When the problem of collectivization of agricultural production was on the of the 


way to being solved, Stalin turned his attention to the question of having the circle 
factories, mines, and mills efficiently run. The opening gun in this campaign was heret 
his address at the First All Union Conference of Managers of Socialist Indus- scient 
try in February, 1931, and this was followed by his notable address on “New such 
Conditions, New Tasks in Economic Construction” delivered in June of that be ba 
year at a conference of business executives. Economists who are interested in 
management problems and in questions of incentives will find these articles Co 
illuminating. The problems were to recruit labor in an organized manner; ‘0 
prevent heavy turnover of labor; to establish a sense of personal responsibility 
of workers in industry for the machinery and the quality of the work; to 
develop a new corps of industrial and technical experts from among the work- 
ing class to supplement the insufficient force of old engineers and technicians 
left over from pre-Soviet days; to put an end to inefficiency, introduce business 
accounting, reduce production costs, and increase capital accumulation within 
industry itself. There were many who declared that such objectives could not 
be realized within a socialist economy; that their fulfillment would sound the 
death knell of socialist ideals. Stalin’s reports on the results of the first Five 
Year Plan in January, 1933, and his speeches before the Seventeenth Party 
Congress in January, 1934, before the First All-Union Conference of >! whol 
khanovites in November, 1935, and to the Eighteenth Party Congress in March, mes 
1939, contain answers to these doubts. searc 
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The address to the Eighteenth Party Congress can be read also with advan- 
‘age by those economists who have glibly bracketed nazi Germany and the 
Soviet Union together. The evidence is here unmistakable that Stalin at all 
times regarded fascism as the major danger, and sought, though vainly, for 
collective security agreements with the democratic nations for their mutual 
protection, while at the same time girding his country against the anticipated 
aggression. Through this and other speeches of Stalin, the reader will become 
cognizant of the suspicions with which the people of the Soviet Union have 
regarded capitalist countries, suspicions crystalized by the events of Munich, 
and which will have to be eradicated by a permanent revision of state policy 
of the democratic nations if world peace is to be preserved. 

The volume contains significant formulations on the theory of social classes, 
n the réle of the state, on the nature of capitalist crises, on the place of the 
individual in a socialist society, on the réle of the Communist Party, all of 
which will help economists to understand the structure and functioning of a 
socialist country. From it they can get the feel and discern the dynamic 
realities of Soviet planning, which is usually discussed abstractly as if planning 
were merely blueprinting. It will become clear that the term “totalitarianism” 
as applied to the Soviet Union is a mischievous political symbol, that it has 
been used to embrace a political entity distinctly diverse from fascism. The 
reading of the theoretical selection on “Dialectical and Historical Material- 
ism” will make further inexcusable the still too common identification of 
Marxism with economic determinism. 

A fundamental reorientation of attitudes toward the Soviet Union and 
toward Stalin is taking place in the United States because of the valiant record 
of the Soviet Union in the war. There is considerable evidence that academic 
circles are lagging behind the people in revising their judgments, which have 
heretofore been derived largely from hostile sources with little effort at a 
scientific appraisal of Soviet developments. Publication of original documents 
such as these provide authentic material on which better understandings can 
be based. 

BERNHARD J. STERN 
Columbia University 


Statistics; Economic Mathematics; Accounting 


The Fundamental Principles of Mathematical Statisiics. By Hucu H. Wot- 
FENDEN. (Toronto: Macmillan. 1942. Pp. xv, 379. $5.00.) 


This book constitutes one of the greatest single contributions yet made in 
the field of statistics. The contribution lies not so much in the way of new 
theorems developed or new proofs of old theorems, though there are many 
such, but in the fact that the author has brought together into one ordered 
whole the known results in practically every field of statistics. Heretofore when 
one wished to find out what had been written on any special topic he had to 
search the length and breadth of countless books and special articles in the 
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various journals. Mr. Wolfenden has performed an inestimable service {o; MME Of spe 
students of statistics in compiling a most complete reference list on each topic He Hardy. 
The complete title of the book—The Fundamental Principles of Matly. HR which 


matical Statistics, with Special Reference to the Requirements of Actuaries and The 
Vital Statisticians, and an Outline of a Course in Graduation—suggests some. studen 
thing of its scope. It indicates, moreover, that this is not “just another book Ma —the 
on statistics,” like many which have appeared in the past fifteen years, where tion by 
the author had little new to contribute either in subject matter or method oj of diff 
presentation. Many authors have attempted to present what is essentially ; The 
mathematical subject in non-mathematical language and, when stuck, simply being 

gave tho mathematical formula required, without attempting to give its deriva. theory 


tion. Mr. Wolfenden has given us a logical development of the fundamental pretat: 
formulae, and frequently an alternative development, or has given a refer. gether 
ence to where a proof of the formula may be found, or both. proofs 

While all students of statistics will find much in this book to interes literat 
them, if they have the necessary background to build on, it is of special inter. of the 
est to actuaries and those engaged in statistical investigations. It is not Those 


simply a textbook which the statistician will want to read through once and applic 
then put away with his other books on the subject—and many of us have At 
quite a shelfful—but it is a book that he will want to keep at hand as a ready logica 
reference, for if he cannot find here just what he wants he knows that it wil of his 
tell him where to find exactly what he wants. This is strictly true in the case paper 
of the special fields to which I have referred. The author has not included 
a few topics generally treated in books on statistics, such as index numbers, Uni 
time series and correlation, and he barely mentions the finding of regression 
lines and the analysis of variance. 

The outline of the book is rather unusual, In order that the reader may 
be able to get a good grasp of the whole field, without becoming lost in the 
derivation of some of the more abstruse mathematical formulae which he 
wishes to use, the author defers to a later part of the book the proofs of such ; 
formulae. The main part of the subject matter is presented in the first 118 Impot 
pages, while the following 30 pages give the “outline of a course on gradua- becon 


tion.” In these 148 pages consideration is given to almost every worthwhile namic 
topic discussed in modern statistical journals, accompanied by references to uncer 
the various papers where full discussions of the topics may be found. “stoc 

The classical approach to the subject of statistics is used. Starting with while 


the theory of probability, the point-binomial and the normal curve follow any 1 
naturally. Then comes an extensive treatment of the theory of sampling, cov- : By 
ering simple sampling, the theory of Lexis, the theory of small samples— lives 
noting the contributions made by “Student” and Fisher. After a brief oe 
planation of the multinomial theorem, which is required for the Pearsons — 
y’-test of goodness of fit, there is an extended discussion of the various — 
kinds of curves that may be used to represent statistical distributions. The et 
methods that may be used in fitting such curves to observed data, and the _ 
tests used to determine the “goodness of fit” of the curves so fitted are & rr 
plained. Among the methods of fitting curves presented are the method 0! 
least squares, the method of moments, the minimum ? and graphical! methods. — 
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Of special interest to the actuary are the attempts that have been made by 
Hardy, Gompertz, Makeham, and others to find the equations of curves 
which would properly represent certain life functions—l,, qx, px, ex, etc. 

The outline of the course on graduation is certainly a boon to the actuarial 
student. The author discusses briefly the well-known methods of graduation 
_the graphic method, the method of fitting a mathematical formula, gradua- 
tion by finite difference interpolations, by linear compounding, and by the use 
of difference equations. 

The second half of the book comprises several appendices, the first three 
being called Sections A, B, and C. Section A gives a brief history of the 
theory of statistics. In Section B we find the mathematical proofs and inter- 
pretations of many of the theorems used in the first part of the book, to- 
gether with references to other writers where the given proofs or other 
proofs may be found. These sections show a most exhaustive knowledge of the 
literature on the subject. Section C gives applications of the theory. Many 
of the illustrations are naturally taken from the field of life contingencies. 
Those illustrating the Lexis theory are simple and interesting, as is also the 
application of the Poisson exponential. 

At the end there is a bibliography in two parts. The first gives in chrono- 
logical order, with dates, a list of publications on the subject which are chiefly 
of historical interest; the second gives a shorter selected list of texts and 
papers which the author considers useful in a study of the subject. 

L. A. H. WARREN 
University of Manitoba 


The Analysis of Economic Time Series. By Harotp T. Davis. Cowles Com- 
mission for res. in econ. monog. no. 6. (Bloomington: Principia Press. 
1941. Pp. xiv, 620. $5.00.) 

Recent progress in economics has been largely due to the recognition of the 
importance of two factors hitherto ignored or underrated, First, time did not 
become a variable in the economic model until rather recently when the “dy- 
namic” approach gained popularity and influence. Second, the réle played by 
uncertainty and random factors which gave rise to what is often called 
“stochastic” economics is recognized; earlier, the existence of those factors, 
while not denied, was not regarded as affecting theory or empirical work to 
any important extent. 

_By now it is commonly realized that economics will not achieve its objec- 
tives until most of it has been put on a stochastic and dynamic basis. For 
among these objectives are to be found: the explanation of business cycles and 
‘ynamic phenomena in which the random disturbances (innovations, discov- 
eties) are said to play a crucial part; prediction of the cyclical fluctuations; 
€xtrapolation of trends; estimation of future (or hypothetical) tax yields, etc. 
Unfortunately, the methods of empirical investigation of these problems have 
scarcely been developed. The ordinary statistical techniques which were cre- 
ated primarily for use of scientists in other applied fields usually require a 
‘heoretical model which is totally unacceptable to the modern economist. 
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Therefore, a paradoxical situation arises: after the majority of economiss 
have been convinced that they must analyze and interpret reality on a dynamic 
and stochastic basis, they are told that the customary statistical techniques 
are not applicable to time series and that there are no good substituix 
available. 

Of course, economic time series have been analyzed repeatedly. The perio. fame "8 
dogram methods, as applied by Crum and others, have often served as His t 
basis for “proving” and “refuting” the existence of various cycles. Other mon fmm * 5 
modest attempts were made merely to try out certain techniques (e.¢., cor. Mee’ ™ 
rellogram), as in Wold’s Study in the Analysis of Stationary Time Serie Mmm °* 
but there have always been doubts with regard to the validity of these proce: amount 
dures. While scattered papers and discussions of specific problems were rtf ™°Y 
lacking, there was no source from which the proper perspective in economic length | 
time series problems could be gained. Not only beginners but even experienced fame? &Y° 
scientists were unaware of progress made in various fields. Professor Davissam® "* ‘ 
book would have been a great contribution to our knowledge if it had merely me 2™° 
given a systematic treatment of the available literature and techniques. Hov- fame) 
ever, The Analysis of Economic Time Series does more than that, It pus fmm" ® 
emphasis on the most essential aspects of the theory of time series; it open fe '"*" 
new perspectives in the field of significance tests (chap. 5, “Degrees of Free Me 
dom in Economic Time Series”); it also contains a wealth of applications, fame °°" 
especially in the chapter on periodogram analysis. cn 

In line with the requirements of modern theory of economics and statistics, ’ * 
it does not rigidly separate the problem of theoretical analysis from that of vor 45 
statistical investigation. For instance, the chapter on “The Evidence and Ex- ewe 
planation of Cycles” could hardly be classified as either pure economics or pure . 6 
statistics. Similarly, the problem of distribution of “Wealth and Income” and om 
the “Dynamics of the Equation of Exchange” are treated both from the view- 
point of the economic theorist and the statistician. 

Undoubtedly many of Professor Davis’s views would be contested by 4 
number of economists; in particular, the réle attributed to Pareto’s law of HMM 4 Sign 
income distribution may be regarded as somewhat exaggerated. Of importance, A 
however, is the logical structure of the author’s argument. He sets up a certail N 
hypothesis (that Pareto’s law holds) on the basis of explicitly stated the The 
oretical assumptions (see p. 412, “Theoretical Derivation of the Distribution HM ,,,.. 1,. 
Function”). The section on “Statistical Verification” is then directly based HM orojo 
on that hypothesis. Whether one will actually agree with the conclusion that mn fos 
the empirical data verify the hypothesis is of secondary importance, but it vender 
to be regarded as a great step forward that the statistical work should be drives 
directly related to the stochastic model on which it is based, as is the cas¢ but it 
here. The ideal situation, of course, would be if the hypothesis could be tested HMR, co 
by means of one of the modern techniques initiated by Neyman and Pearson. choice 
This, however, might present considerable difficulties. resorti 

The section on business cycles is perhaps of greatest interest. It comes 4 hood.2 
a time when a decade of discussion has yielded a fairly satisfactory theoretical i 
approach to the problem of explaining the “why” of the business cycle. Even a = : 
though there is a tremendous amount of statistical data concerning the cyclical te 
fluctuations, no systematic attempt has ever been made to examine these data 


The 
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‘n the light of recent developments in the statistical techniques and theory, 
3) as to corroborate or refute alternative explanations of the business cycle 
henomena. Thus, only theories which can be shown to be internally incon- 
sistent can be seriously rejected at the present moment. Davis’s work is one 
of the major steps forward in the direction of relating empirical evidence to 
existing theories. 

His restraint in stating the conclusions concerning theo-etical evidence for 
the existence of various cycles (p. 384) is very praiseworthy. Later on, how- 
ever, in analyzing the empirical data (chap. 12, “Interpretation and Critique”) 
Professor Davis resorts to methods which the reviewer feels deserves a certain 
amount of skepticism. For instance, the evidence for the 40-month cycle is 
mostly derived from the periodogram analysis, though the distribution of the 
length of the cycle is also considered. The periodogram method is not likely 
to give correct results in series which are subject to irregular phase shifts as 
is the case in business cycles. The correllogram method and the method of 
“harmonic dial” (developed by Bartels) would seem to be more appropriate. 
A word of comment might not be out of place on Professor Davis’s discus- 
sion of the 50-year war cycle. It would appear rather risky to state that “the 
intensity of a war may be measured by this increase in prices” (p. 553). One 
wonders whether it is not premature to attempt a statistical analysis of a 
phenomenon where the. “random disturbances” are so powerful as to over- 
shadow the “systematic component.” 

The Analysis of Economic Time Series is not merely a textbook and there- 
fore contains a number of controversial statements and theories, but in the 
reviewer’s opinion, it can be used as a textbook and a very stimulating one 
at that, provided a certain level of scientific maturity can be assumed on the 
part of the students. 

Leoni Hurwicz 
The University of Chicago 


A Significance Test for Time Series and Other Ordered Observations. By W. 
ALLEN WA.LLIs and Grorrrey H. Moore. Tech. pap. 1. (New York: 
Nat. Bur. of Econ. Res. 1941. Pp. 59.) 


The interest in the significance tests for statistics derived from time series 
has been on the increase in recent years, This is true of economics, mete- 
orology, and even ballistics. The usual techniques of least squares estimation 
ae not directly applicable in case of time series since the postulate of inde- 
pendence of observations is not satisfied. The basic properties of estimates 
derived by the least squares method have not been systematically investigated, 
but it is known that these estimates are not always unbiased. If we try to fit 
4 set of regression coefficients to, say, national income series we have the 
choice of either using the least squares method with its unknown bias or 


— to some alternative criteria, for instance, that of maximum likeli- 
ood. 


‘This was essentially the method of approach of Dr. Tjalling Koopmans in his article 
an Serial Correlation and Quadratic Forms in Normal Variables,” Annals of Mathematical 
Statistics, March, 1942. 
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On the other hand, there still remains the question of randomness of any 
given time series. This topic is not new and the authors of The Significance 
Test for Time Series sketch its history in Section IX of their paper. Whik 
the authors’ approach is essentially based on the number and sequence oj 
reversals of trends of time series or “phase duration,” an alternative method 
was recently adopted by Professor von Neumann (Annals of Mathematical 
Statistics, 1941). The latter has investigated the distribution of the ratio of 
the mean square successive difference to the variance. Given the sample value 
of that statistic and the significance level, we can determine whether the 
hypothesis of randomness is to be accepted or rejected. Wallis and Moor 
received a similar result by considering the distribution of the phase duration 
and checking the goodness of fit by means of a statistic which they denote by 
x?» which has properties similar to those of the ordinary y*. They state 
(p. 19) that they have not been able to determine mathematically the sam- 
pling distribution of ~?, but have found what seems a satisfactory working 
solution. In Section VIII they show how the tests can be applied to economic 
data: the sweet potato production, yield per acre, and acreage harvested in 
the United States, 1868-1937. It is noted that the technique applied lacks 
sensitivity to primary trend, but this is not regarded as a serious drawback. 
It must be realized, however, that the use of data in the y?, test is rather 
incomplete since only the signs of first differences are considered, but aot 
their numerical magnitude. 1 

In spite of its shortcomings the new test has very interesting possibilities 
of application, especially since it can be applied to series of residuals. It can 
be used in estimation of the regression coefficients by postulating that the 
residual series should have a minimum value consistent with the maximum 
of randomness as measured by the probability of the sample value of 7’, 
This, in a sense, would be a generalization of the ordinary least squares 
methods. 

LEeonip Hurwicz 

The University of Chicago 


Business Cycles and Fluctuations 


Business Behavior, 1919-1922; An Account of Post-War Inflation and De- 
pression. By Witson F. Payne. (Chicago: Univ. of Chicago Press. 194? 
Pp. xi, 215. $1.50.) 

Dr. Payne’s clinical report on business fluctuations during the years imme 
diately following the World War comes at an opportune time for those giving 
attention to post-war economic problems. It is a forthright account of what 
happened to the leading cyclically sensitive industries during that short but 
spectacular inventory boom and collapse, written with a firm grasp of the 
extensive factual material and not made unreadable by excessive use of stats 
tics in the text. 

In an introductory chapter discussing purpose and method, Dr. Payne se 
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his objective as a presentation of facts without attempting to square them 
with business cycle theories or to fit them into a broad analytic framework. 
While this self-denial limits the study largely to description and immediate 
causal relations, it has compensating advantages in imparting a degree of 
directness to the discussion and in bringing one close to the considerations 
which influence business men. 

After a chapter devoted to the financial situation, covering the money 
market, foreign trade and the foreign balance, and the exchange rate confu- 
sion, there is a chapter on the course of events in each of the following indus- 
tries: leather and shoes, textiles, iron and steel and their principal products, 
automobiles, and building and allied industries, Every major segment in the 
vertical structure of the industries from raw materials to consumer is taken 
up in turn, in so far as there are distinct markets along the line. 

Dr. Payne leads one, so to speak, to the center of each market and shows 
what influences were at work and how business men reacted to those influ- 
ences. He is concerned mostly with the materials of interest to the business 
analyst: new and unfilled orders, production, shipments, stocks, and prices. 
Features peculiar to each market are emphasized and surprising timing dif- 
ferences in the various peaks and troughs are brought out. In establishing the 
precise turning points for the various markets the author draws upon trade 
journal comments, news reports, and other qualitative material as well as the 
usual statistical series. Emphasis on the particular is one of the merits of the 
study, but it is at times carried to the extreme of seeking special causes at 
the height of inflation for the collapse of this or that market. 

A final summary chapter reviews the main course of the post-war cycle and 
brings together the major determinants of the business movements cited 
throughout the study. In explaining the 1919-20 boom, the author mentions 
the expansion of consumer purchasing and its shift into luxury lines, the 
extraordinary foreign demand financed not only by huge government credits 
but also by gold and private credits and aided by exchange-price relationships 
favorable to American producers, and the continuance of large-scale deficit 
financing throughout the first half of 1919. The considerable expansion of 
plant capacity in the year after May, 1919, is discussed earlier but not re- 
peated in the summary. With these factors active and price controls relaxed, 
the subsequent speculative inventory boom was inevitable—despite the fact 
that the conversion problem was considerably smaller than that which may 
ve anticipated after the present conflict. One need not add to Dr, Payne’s 
‘ist of causal factors, though I have the feeling that he overstresses the pri- 
macy of the expansion in consumer demand at the expense of the government 
deficit and its repercussions. 

For the collapse which followed, as well as for the recovery in 1921, the 
author is inclined to view the consumer as the prime mover. As prices moved 
up and up, agitation against the high cost of living grew until, finally, the 
consumer took matters in his own hand and stopped buying, Other factors 
which contributed to the debacle are cited: shutting off of government credit 
to Europe, drop of European exchange rates, credit restriction by the Reserve 
banks, and transportation difficulties. These, however, are accorded a lesser 
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role than the “buyers’ strike.” Here again, the emphasis on the dominant rij, 

of consumer buying seems somewhat unnecessary. Once it is established thy 
the inflation was being augmented by heavy inventory purchasing, that order 
were being duplicated several times to assure delivery, and that prices got 
pretty much out of hand, the bursting of the bubble would have come rp. 
gardless of the behavior of the consumer. 

This is a minor matter, however, in a study which is useful primarily i 
its detailed industry chapters. It should prove valuable as a review of the 
last post-war adjustment and stimulating in regard to the adjustment thy 
must soon be faced. One cannot leave the study without being impressed by 
two things: first, in so far as the return to “normalcy” takes the form of 
immediate withdrawal of price controls, it is apt to result in a chaotic trans. 
tion period; second, most business men fail to recognize an inventory boom 
and the few who do are powerless to check it. 


MILTON GILBERT 
Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


A Treatise on War Inflation. By W1tL1AM FELLNER, (Berkeley and Los An- 
geles: Univ. of California Press. 1942. Pp. x, 180. $2.00.) 

First in a series of research studies conducted under the auspices of the 
newly organized Bureau of Business and Economic Research of the Univer- 
sity of California, A Treatise on War Inflation offers further evidence of the 
widening area of agreement among economists regarding the proper financial 
policies to be followed by this country during the present war. Those who 
have read with profit Paying for Defense by A. J. Hart and E. D. Allen, 
and Fiscal Planning for Total War by W. L. Crum, J. F. Fennelly and L. 1. 
Seltzer will find in Professor Fellner’s book another carefully reasoned analysis 
of the fiscal problem. 

Writing with the facts of another wartime fiscal year (1942) at hand, 
and with the Revenue act of 1942 under consideration, the author presents 
with force and clarity the strong case for a non-inflationary fiscal program. 
It is a national misfortune that such arguments could not have carried con- 
viction to the halls of Congress. 

The author’s principal thesis is that war finance has been in the past and 
is now irrational. The real cost of the war cannot in any large measure be 
transferred from the shoulders of the present generation. Were it not io 
political limitations, a powerful government recognizing this fact would decide 
at the outset how these real costs were to be distributed and would devis 
a financial program designed to accomplish that distribution. The usual 
wartime inflationary finance which depends heavily upon borrowing 110” 
banks allows this decision as to the distribution of costs to be settled by * 
flation. Thus irrationally and without plan, some groups are permitted to g# 
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advantages at the expense of other groups, either during the war or in the 
post-war period. 

Rational finance would allow monetary expansion only to the degree indi- 
cated by the increased flow of real output. Such a policy would aim to 
prevent by taxation all redundant disposable income of individuals, that is, 
redundant relative to the flow of real consumers’ output. Redundant incomes 
constitute the inflation potential. A pressure upon prices is exerted thereby 
which no system of direct controls, rationing and price fixing, can successfully 
resist if the magnitude of the redundancy is large. Other controls may be 


® imed at inducing purchases of government bonds, or at encouraging hoarding, 


spending only for uncontrolled commodities, or paying debts. 

Government security purchases from individual savings merely give some 
persons claims against the incomes of other persons at a later date. For 
the community as a whole, such purchases cannot increase the post-war 
flow of real income, and hence they serve merely to change, perhaps un- 
favorably, certainly unpredictably, the distribution of income. Moreover, 
they represent temporarily frozen purchasing power, which may be used 
unwisely at a time when the real income flow is small. They may thereby 
create a post-war menace. If expansion needs to be induced after the war, 
direct methods are preferable to dependence upon the haphazard spending 
of previously frozen war incomes. 

The ability to sell a large volume of government securities to savers implies 
inflationary finance. Only if the government creates redundant income by 
borrowing from banks will the volume of voluntary saving by individuals be 
large. Contrariwise, if the government depends on non-inflationary methods, 
mainly progressive income taxation, the flow of savings will be small. 

If redundant incomes are large enough to provide sufficient savings for 
a large volume of bond purchases, it must be recognized that they may be 
used as readily, in spite of direct controls, to divert resources to the civilian 
sector at the expense of war output. If direct controls effectively limit the 
amount of income which can be spent, hoards will be accumulated “which 
are apt to ‘explode’ at the wrong moment after the war.” In short, govern- 
ment borrowing from individual savings is a policy which, though theoreti- 
cally capable of absorbing all redundant income, is unlikely to eliminate a 
serious inflationary menace. 

The same is not true of borrowing the current savings of corporations, 
for corporations do not ordinarily spend their incomes on consumption. Un- 
distributed profits, enlarged as a result of heavy individual income taxes, 
and possibly by limitations placed upon the payment of dividends, may be 
borrowed along with such private funds as are released by inventory liquida- 
lion, the deferment of replacements, or capital consumption. 
: In 1942-43, Professor Fellner estimates, this might justify about 10 bil- 
‘ons of borrowing from gross corporate savings. In addition an ultimate 
lurther expansion of 20 per cent in national real output would permit mon- 
‘lary expansion at the rate of perhaps 5-6 billions in the fiscal year. Thus gov- 
‘mment borrowing should be limited to 15-16 billions. 

The reader may object that a fiscal program designed to raise the differ- 
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ence between 70 billions (estimated federal expenditures for 1942-43 wha 
this book was written) and the 15 billions to be obtained by borrowing 
would seriously impair incentives and economic efficiency, even though fe 
and patriotism partially supplant income as an inducement to effort durin 
war. The author’s answer is that this is true only if marginal tax rates ap 
confiscatory. The danger, Professor Fellner believes, is greater in the cay 
of corporation taxes than in that of individual income taxes. 

This is true because, “unless increased efficiency means somewhat high: 
profits after taxes, the corporation will not typically be the better off on is 
post-war market the more efficiently it produces war materials during th 
emergency.” On the other hand, the larger individual incomes accrue mainly 
to professional persons whose future incomes depend upon the quality ¢j 
service rendered now. The author, therefore, prefers moderate rates of «- 
cess profits tax in order to ensure a sufficient stimulus to efficiency. Margind 
rates should be kept considerably below 100 per cent. He estimates that cx. 
poration taxes at rates approximating those of the proposals submitted by the 
Treasury in 1942 would yield upwards of 10 billion dollars in 1942-43. Taking 
into account the 15 billions of legitimate government borrowing and the 1) 
billions of taxes from corporations, some 45 billions more would be needed ts 
balance federal expenditures of 70 billions. mort 

Possibly 6-7 billions could be raised without undesirable results by the ley Ime Pe“ 
of excises on luxuries, harmful commodities, or consumption items competing 
with war production. Scarcities would reduce the yield, but on the other 
hand high taxes would help to restrain the demand for scarce articles ani 
would turn part of the high price over to the Treasury rather than to producers 
as windfall profits. 

The mainstay of revenue in a non-inflationary financial program {a 
1942-43 should be the progressive individual income tax. A yield of 40 billions 
would represent between 30 and 35 per cent of aggregate income payments it 
the fiscal year. To collect this amount would require the lowering of th 
exemption for families with two dependents to $1,000 and the raising oi 
effective rates (rates on total income) to 10 per cent for the $1,000-$1,20 
bracket, 50 per cent for the incomes of $5,000-$10,000, and 85 per cen! 
for $20,000 and over. Marginal rates would reach nearly 90 per cent @ 
$15,000. To be effective such a program requires that collection at source bt 
instituted, but it may be “limited to amounts corresponding to the increas 
of tax revenue from one year to another.” 

Taxing income is the fairest way to distribute the cost of war and thi 
method should be pushed as far as it is politically possible. Compulsoy p 
saving may be used if tax rates are thought to be so high that incentives * . 
are endangered. However, though compulsory saving makes “the long-te™ we 
distribution of burdens more advantageous to the low income groups,” it mas tin 
be remembered that it leaves “a bill to be settled in the post-war period.” _ al 

Regressive taxes should be used only if a sufficiently high rate ° sae 
progression cannot be imposed with minimum exemptions, or if the politica ' 
limits of direct taxation are such that an inflationary gap will remain. 50 
both of these conditions probably exist, it should be recognized that “reg' 
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sive taxes are antisocial as compared with income taxes, but they are much 
less antisocial than inflation.” If the choice is between “controlled infla- 
tion” and regressive taxation, the latter is to be preferred. 

In a carefully prepared review of federal finances and price level changes 
since 1939, and of the actual and potential expansion of total output, Profes- 
sor Fellner shows that a decision on fiscal policy cannot be long postponed. 
Redundant incomes arising from inflationary finance have already produced 
a price rise which threatens to continue in spite of direct control. The cau- 
tion is added that even a carefully devised non-inflationary financial pro- 
gram cannot entirely avoid inflation in a war requiring half of total output. 
Dishoarding and the use of consumer credit would be difficult if not 
impossible to prevent entirely. 

With the basic thesis of Professor Fellner’s book, the writer cannot take 
issue. Insufficient attention has been given in the recent literature to the 
dangerous implications of a fiscal policy directed in part toward absorbing 
excess purchasing power by borrowing large amount of savings out of cur- 
rent income. 

Yet, while most economists would, I think, agree with the author that a 
more courageous income tax has been much too long delayed, greater de- 
pendence may be placed upon borrowing from savers than Professor Fellner 
has recognized in his proposed non-inflationary program. All individual sav- 
ings are not a product of inflationary finance. Many individuals would be 
disastrously affected by the income tax rates suggested unless allowance is 
made in the fiscal program for normal annual savings in the form of insurance 
and annuity premiums, and mortgage payments. Such savings amount to fixed 
charges on the incomes of the so-called white collar classes whose annual 
receipts have not been increased much during the war, and to a large degree 
these savings find their way to the federal Treasury through government 
security purchases. 

To tax as heavily as has been urged without allowance for these commit- 
ments would force many persons to choose one of the equally unattractive 
alternatives of an inequitable reduction of consumption, or a sacrifice of 
homes and insurance programs,.The government’s fiscal gain, if real at all, 
would impose an unnecessary and excessive burden upon the taxpayer. It 
should not be administratively difficult to permit deductions for the average 
individual savings of recent years. To this extent government borrowing as 
apart of the author’s program would be increased by at least some fraction 
of normal annual individual savings. 

Professor Fellner has rendered an important service by directing attention 


p ‘0 the ‘rrationality and the dangers of our present lock-the-door-after-the- 


horse-is-stolen policy of war finance. He has made his contribution with 
clarity of thought and precision of argument. This book is highly recom- 
mended to all those who are willing to face the facts of war finance with 
courage, 
DoNnaLD W. GILBERT 
The University of Rochester 
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The Burden of British Taxation. By G. FinpLay Surrras and L. Rosms 
(New York: Macmillan. 1943. Pp. xiv, 240. $3.00.) 


The importance of dependable measures of the distribution of the total 
tax burden among the different income classes increases with the size of the 
burden. If taxes are to take a quarter or more of the national income, it j 
of the utmost importance that they be equitably distributed; and only if w 
know the incidence of these taxes can we hope to allocate them satisfactorily, 

This task involves two problems: determining the shifting and incidenc 
of the different taxes; and measuring the magnitude of the final burden m 
different income groups. The authors of this book do not pretend to add 
our knowledge of shifting. It is stated on page 2 that “. . . the Gordian knot 
of these complications has been cut. Jt is assumed that the burden of taxation 
is borne as it is intended to be,” i.e., that all direct taxes are borne by the 
taxpayers and all indirect taxes are borne by the final consumer, The problem 
of the incidence of the business profits taxes has been regarded as insoluble 
for 1941-42, because of the nature of the new taxes. A separate estimate of 


the burden of this tax is made for 1937-38 (p. 100) on the assumption that studi¢ 


it falls on the shareholders. with | 

No alternative assumptions as to shifting and incidence have been enter- Thi 
tained for any of the taxes. The study makes a clear contribution, however, techn 
to the technique of measuring the final burden, as well as producing estimates and é 
of the current British tax burden that are in themselves of great interest. pendi 

Considering the results of the estimates first, the tax burden has bee fim ‘He b 
measured for two different years—1937-38 and 1941-42. These estimates Hi ‘200 
cover fourteen different income classes for “fully earned” and “fully invest- the sé 
ment” incomes, respectively, and for families of from one to five persons. the n 

The taxes included are both direct and indirect, and the social security incom 
contributions are classified as taxes. The taxes excluded from the estimates Twen 
amount, in 1941-42, to about 20 per cent of the national tax revenues and a sing 
about 30 per cent of combined national and local revenues. The largest of ime “"™° 
the taxes excluded are the national taxes on business profits and the local rates. and ¢ 

In general, the results show the familiar tax-burden curve—regressive {ot heavy 
the low-income classes and sharply progressive for the high-income classes geogr 
To illustrate, the 1937-38 tax burden on earned incomes (family of fou!) Any 
drops from 17.9 per cent at £100 to 11.3 per cent at £350,-rising to 14. a 
per cent at £500 and 57.7 per cent at £50,000. In 1941-42 the burden is no = 
only heavier for all income classes, but the income range subject to a regressive * 
tax burden has been narrowed. Thus the tax burden on earned incomes (family . y 
of four) drops from 27.6 per cent at £100 to 19.6 per cent at £250, and then a, 
increases to 21.2 per cent at £300 and 91.3 per cent at £50,000. The rates 10 "7 
investment incomes are lower for small incomes and higher for large incom Vol. L 
than the rates for earned incomes. For single persons, in 1941-42, the income Re 
range subject to a regressixe tax burden is limited to that below £100. Me 

The heaviest of the regressive levies on the low-income groups are tax in Cur 
on alcohol and tobacco, social security contributions, and taxes on sug Pig 

Supt 


and teas in the order named. The purchase tax, while heavier than the tax 
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on sugar and tea, is not clearly regressive on incomes under £1,000. The 
personal income tax is the outstanding progressive levy. 

Taking the estimates as a whole, it is apparent that the burden is heavier 
for every income class than in the First World War, and also that it is sub- 
stantially heavier than our own 1941 tax burden, as estimated by Tarasov 
(“Who Does Pay the Taxes?” Social Research, Sup. IV, 1942). This is true 
even though 30 per cent of the taxes have been excluded from the British 
estimate and none from the United States estimates. These figures should 
dispel any lingering illusions in this country that, if all taxes are counted, 


n 
dn the British tax burden is lighter than ours. 
knot The technique of measuring the burden of taxation is still in the pioneering 
ation stage. The studies of Lord Samuel (1919)? and the Colwyn Committee 
> the 1927)? were the first extensive estimates. Comprehensive American studies 
blem appeared considerably later, with the Twentieth Century Fund study (1937)° 
luble and the T.N.E.C. study (1941).* The latter used a new approach, allocating 
te of the total of tax revenues among the different income groups. The earlier 
that studies estimated burdens for sample families of different income classes and 
with “typical” expenditures for their class. 
nter- This study follows the “typical family” technique. The objections to this 
ever, technique are that it can at best make estimates for only a few income levels 
rates and a few sizes of family, and that sources of income and nature of ex- 
st. penditures will vary widely for families of the same size and income. Also, 
been the burden of local taxes varies geographically and this may make a sub- 


stantial difference in the typical family’s burden when other circumstances are 
the same. These difficulties have been minimized in this study by increasing 
the number of typical families for which estimates have been made (14 
income classes instead of 11 for the earlier British studies and 10 for the 


sates Twentieth Century Fund study, and families of from one to five instead of 
and a single size of family). Also, separate estimates have been made for fully 
t of Mm cammed and fully investment incomes, For consumption taxes, such as liquor 
ates and tobacco, separate estimates have been made for light, moderate, and 


heavy use. Finally, the local rates have been omitted so that the problem of 
geographical variations does not arise. 

_ The “typical family” technique is more readily adapted to popular use 
than the “total distribution” technique, because of its apparent definiteness. 
For the same reason it is more subject to misinterpretation. 

The pattern of consumption for different income classes has been carefully 
analyzed in the light of various budget studies; and for commodities that 
carry heavy taxes and for which consumption habits vary widely within the 


'H Samuel, “The Taxation of the Various Classes of the People,” Jour. Royal Stat. Soc., 
Vol. LKXXII (Mar., 1919), pp. 144-82. 


"Report of the Committee on National Debt and Taxation, Cmd. 2800, 1927. 


. 
M. Newcomer, “Estimate of the Tax Burden on Different Income Classes,” in Studies 
im Current Tax Problems (New York, Twentieth Century Fund, 1937). 


, C Colm and H. Tarasov, Who Pays the Taxes? T.N.E.C. monog. no. 3 (Washington, 
Supt. Does., 1940), 
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same income class (notably liquor and tobacco), estimates have been mag 
as noted earlier, for light, moderate, and heavy consumption. 
A notable departure from earlier tax-burden studies has been made in thy 
thorny problem of apportioning the burden of the estate tax. It is pointe 
out that the insurance-premium method tends to overestimate the burda 
of this tax for the larger property holders. Since the insurance taken out jp 
meet the estate tax is in itself subject to the tax, this results, for the wealthie 
groups, in such a heavy tax that the necessary annual insurance payment 
woulc exceed the income from the property. It is impossible to keep sud 
estates intact at death, since to meet the premium payments that would k ae 
required to keep the estate unimpaired, the owner would have to dip int _— 
capital, thus impairing before death the estate that he intended to ke» 2.6b 
intact at death. 
Earlier studies, e.g., the Twentieth Century Fund study, have pointed ot fe °°.“ 
the impossibility of maintaining large estates intact through such insurance, Mme * 
but this study goes farther and estimates the burden of that amount of saving woul 
that will maintain the estate at the optimum level, i.e., the amount of saving Th 
that might pay (pp. 87 ff.). The result of this is to make the burden of death NE OY 
duties a fixed sum—and thus a regressive tax—on estates above the optimum the b 
It can still be debated, of course, whether the owners of estates typically poo 
save more than they would save in the absence of any such taxes. If not, the he 
burden cannot be said to fall on them. The present value of the estate is in — 
no way reduced by these taxes, since neither the current income nor the marke! “i 
value of the property (assuming that the estate can be sold in segments to : “ 
small property owners not subject to heavy death duties) is affected. This i °°” 
together with the fact that owners of large estates cannot possibly save “ 
enough, raises the question whether some attempt should not be made 1 he P 
measure the burden on the heirs. Certainly the tax is not burdenless because ge *?°™ 
the original owner cannot possibly provide for it. ; ~ ni 
Much remains to be done. It is to be hoped that eventually some English ie "°°" 
study will include the local rates in the estimated burden. It is to be hopet, c 
also, that as our knowledge of shifting and incidence increases, the assumptions * y 
concerning incidence will become less arbitrary. This is not stated 17.” 
criticism of the book under discussion, however. Within the limitations tha a 
the authors set for their study they have worked carefully and constructively. aad 
In consequence, the technique of measuring the tax burden has been advancel mY" 


a good step forward. "te 
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The Impact of Federal Taxes. By Roswett (New York: Colum! 


Univ. Press. 1943. Pp. 218. $3.00.) auth 
Professor Magill’s book is both satisfying and aggravating: it satisfies ol and 
curiosity about the way in which a scholar with Professor Magill’s wealth al tees 
experience would revise the federal tax system; it is aggravating in its failure 
to reveal more of the author’s thought processes and to blend the substan 
of the book into an integrated whole. 
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ofessor Magill was an acknowledged tax authority long before he was 
called to serve as Under Secretary of the Treasury in charge of tax matters. 
Two vears in that post during the late thirties supplied him with first-hand 
knowledge of the Treasury viewpoint on tax matters. His experience in the 
service of both taxpayers and the government, coupled with his academic 
interests, provide him with an excellent vantage point on tax problems. 

In this connection, Chapter I is the most significant part of the book. 
Here Professor Magill reveals how the government should finance a 20- 
billion-dollar annual budget after the war: 8 billions from the personal 
income tax, 4.4 billions from the corporation income tax; one billion from 
estate and gift taxes; 4 billions from liquor, tobacco, and other excises, and 
2.6 billions from a general sales tax, The excess profits tax would be eliminated 
and the rates of the corporation income tax retained at present levels. To 
avoid double taxation of corporate earnings, stockholders would be allowed 
a credit against their personal income tax. The estate and gift tax revenue 
would be increased by the integration of the two taxes. 

The sales tax revenue would be obtained from a 5 per cent retail levy. In 
discussing this item, Professor Magill writes: “A sales tax by itself is not 
the best measure of taxpaying capacity, for purchases of goods do not increase 
proportionately with income.” Although in the opening pages of the book, 
he recognizes ability to pay as one of the criteria of equitable taxation, Pro- 
essor Magill is able to conclude that “the case for a general retail sales tax 
today rests on solid grounds.” It would not conflict with ability to pay 
because the system as a whole is “sufficiently geared to capacity to pay.” 
Many, including the reviewer, would disagree. Phrases like “in times like 
these,” and his use of the argument that a general sales tax would be a real 
help in combatting inflation tend to suggest that Professor Magill would 
sponsor the sales tax only as a war measure. This, however, does not appear 
to be his purpose since the sales tax is included in his post-war tax program, 
when it is scheduled to raise 2.6 times as much revenue as the estate and gift 
taxes combined. 

For the current fiscal year Professor Magill would increase the yield of 
the federal revenue system by approximately 10 billion dollars; 5 billions 
irom a 10 per cent general retail sales tax, one billion from the excess profits 
‘aa and 4 billions from the personal income tax. The additional income tax 
revenue would be obtained mainly by a further lowering of exemptions and 
severely increasing the normal tax rate. 

. Professor Magill is at his best in Chapters II, III, and IV, where he discusses 
‘he ellects of the income tax on the family, the effect of the estate and gift taxes 
on iamily settlements, and the effects of business taxes on corporate policies. 
T hese chapters explain the title of the book. Economists not conversant with 
legislative and judicial trends in these three fields will find here a lucid and 
authoritative synthesis. The concluding chapter contains a concise description 
and appraisal of the Bureau of Internal Revenue’s procedure in collecting 
‘axes, and makes some suggestions for its betterment, 


L. Laszto EcKker-R. 
Arlington, Virginia 
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State Income Taxes. By Roy G. Biakry and VIOLET JOHNSON. (Chica, 
Commerce Clearing House. 1942. Pp. ix, 152. $3.00.) 


Since the publication of Alzada Comstock’s State Taxation of Persong 
Income in 1921 and the National Industrial Conference Board’s 2-volum 
study, State Income Taxes, in 1930, no single comprehensive study of state 
income taxation in the United States has appeared. Hence, despite the may 
special studies of different areas, aspects, and problems of the subject pub 
lished during the last decade, economists, tax administrators, and the gener 
public will welcome this volume by Professor Blakey and Miss Johnson. 

The authors center their attention on a careful description of the salizn 
features of the varied state income tax systems now in operation. They preseat 
an acute and compact analysis of the diverse state legislative and judicid 
definitions of taxable income; of the different state rates and exemptions {or 
individual and corporate incomes; of such special problems as the allocation 
of taxable income among the states; of state administrative machinery an 
techniques. In their introduction, Drs. Blakey and Johnsor. point out hoy 
the number of states with income taxes has increased from fifteen in 1928 ty 
thirty-six by 1940, owing in large part to the impact of the 1929 depression 
But they state in a chapter on “Yields and Trends” that income tax collections 
have fallen off in amount and importance from the high point of 1930-32 
The Census Bureau figures on all state tax receipts in 1941, which they cite 
show (pp. 2, 111-13) that state net income taxes produced 9.4 per cent o/ 
this amount while sales taxes of all kinds accounted for 40.5 per cent; unet- 
ployment compensation taxes, 20 per cent; taxes on specific businesses, 9! 
per cent; motor vehicle licenses, 9.3 per cent; state property taxes, 5.7 pe 
cent; and other taxes, 5.2 per cent. The conspicuous upward trends sinc 
1930 have been in taxes on consumers’ goods and in social security taxes. 4s 
Professors G. W. J. Bruins, R. M. Haig, and others have said elsewhere, this 
revival of sales taxes represents a progressive deterioration in the quality 0i 
the state tax systems from the viewpoint of equity and justice. 

The yields from state income taxes have not yet fulfilled the hopes of thei 
early champions for various reasons. The authors stress the following: (|) 
Several very important industrial states have not yet adopted income tax 
or have adopted very inadequate ones. (2) The national government’s heavy 
income tax rates lessen the range open to state income taxes. (3) Recent grea! 
increases in the numbers, types, and rates of taxes imposed by all gover 
mental units have affected the people’s ability to pay taxes. (4) The politic 
pressure of sales-tax advocates has been more influential than that exerted 
by the proponents of state income taxes. (5) Relatively inefficient administ 
tion has accounted for inadequate results in many states, 

Owing to limitations of space, the authors have not been able to give 
extended discussion of the controversial issues in basic economic theory raise 
throughout the book. They seem to favor most, if not all, of the positios 
expounded in Duncan Black’s Incidence of Income Taxes, and Henry \ 
Simons’s Personal Income Taxation, and to oppose the arguments for sale 
and expenditure taxes circulated so widely in recent years. But they do presét! 
a few brief remarks on key principles, such as this (p. 117n.): “The pres 
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authors are of the opinion that, over the long run, there is, or may be, some- 
vhat more shifting of net income taxes than the writings of most classical 
and orthodox economists might lead one to believe. At the crux of the matter 
re some unsettled questions of general equilibrium and interest theory. For 
sample, does a lower interest rate induce more or less savings, or what are the 
irect and indirect effects of reduced savings, or potential savings, because of 
xes as advocated by those who favor spending to save [saving?], deficit 
financing, etc.?” 

Economists will have to wait for another volume exploring these and related 
uestions. Similarly, the public will have to turn to such studies as the report 
y the Treasury Committee of Harold Groves, Luther Gulick, and Mabel 
Newcomer on /ntergovernmenta! Fiscal Relations (March, 1943, release) for 
a detailed elaboration of the brief discussion (pp. 118-21) on how national, 
state, and local tax programs may be codrdinated and the existing conflicts 
liminated. Political scientists and economic historians wil! want more light 
n the year-by-year changes in state legislation and law during the last twelve 
years, especially as related to the different phases of the business cycle and to 
the operations of the numerous special tax-pressure groups throughout the 
country. 

These suggestions for further research and analysis should not be taken as 
criticisms of defects in this book, but as indications of the self-imposed limi- 
tations under which the authors have worked. Their volume is a scholarly 
contribution to a complex field and will be found exceedingly useful by all 
those interested in the subject of state taxation. 
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SIDNEY RATNER 
Washington, D.C. 


Money and Banking; Short-Term Credit 


f their 
y: (1) he ABC of Inflation. By WALTER Kemmerer. (New York: McGraw- 
Hill. 1942. Pp. xii, 174. $1.75.) 

At the time The ABC of Inflation was written, in August, 1942, Dr. Kem- 
meter was convinced that inflation was already well under way in this coun- 
tty. His purpose in writing this book was to acquaint the public with the 
conomic principles of inflation and to arouse them to demand prompt and 
vigorous action on the part of the government. Dr. Kemmerer presents in a 
clear and interesting manner what he believes to be the causes of inflation, 
and then proceeds to analyze the effects of inflation on various categories of 
fconomic activity, e.g., debtor-creditor relationships, foreign trade, interest 
rates, and wages. His final chapters deal with the methods of controlling in- 
Hation, including both general and so-called direct controls. 

After criticizing definitions of inflation in terms of price advances, Dr. Kem- 
merer defines inflation as “too much money and deposit currency—that is, 
‘00 much currency in relation to the physical volume of business being done.”’ 
Whether or not we have too much money depends in part upon the velocity 
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of circulation since it is recognized that a change in velocity of circulation js 
equivalent to a change in quantity of money in its influence on prices, The 
causes of inflation can, according to Dr. Kemmerer, be viewed from ty 
angles: the monetary angle and the commodity angle. From the monetary 
angle, the principal forces making for inflation in this country are: (1) the 
expansionist currency policies of the present administration; (2) the mon- 
etization of government debts; (3) the increased supply of gold; and (4) 
the probable increase in the velocity of circulation of money. On the com. 
modity side, the causes of inflation relate to the scarcities of raw materials, 
plant and equipment, labor, and consumers’ goods, in relation to the demand 
for them. 

Throughout this book, the author analyzes the generation of inflationary 
pressures, first from the purely monetary side, and then from the commodity 
side; but nowhere does he succeed in integrating these two approaches in a 
convincing manner. This must inevitably be true of any attempt to analyze 
the dynamics of inflation in terms of a money-goods equation. The dynamic 
forces making for inflation are not to be found in either the kind of money 
in circulation or its quantity. 

Dr. Kemmerer devotes a short chapter to the effects of inflation on the rate 
of interest. He points out that, in a period of rapidly rising prices, interest 
rates tend to be high because lenders expect to be repaid in dollars which are 
less valuable than those which they are lending. Also, borrowers are willing 
to pay high rates of interest because they can repay their debts in dollars of 
less value than those which they borrow. Dr. Kemmerer refuses to predict, 
however, with respect to the future of interest rates in this country during 
the present war, although he admits that “both the experiences of history and 
the teaching of orthodox economic theory would forecast rising interest rates 
in the United States in times like these.” He is rather vague on this point, 
but it is clear that the orthodox theory of the determination of interest rates 
simply does not square with modern conditions. What the author fails to 
explain is that, with shortages and widespread rationing of consumers’ goods, 
the supply of savings is likely to be plentiful, while the demand for saving: 
is largely centered in the hands of the government which is able to play the 
rdle of a monopsonist in the capital market. In addition, the government con- 
trols the supply of capital funds through its control over the excess reserves 0! 
the banking system, 

On the subject of controlling inflation, Dr. Kemmerer believes that the 1's! 
and most important thing to do is to repeal what he calls “dangerously 10 
flationary legislation now on our statute books.” These include (1) the power 
to devalue the dollar, (2) the existing silver legislation, (3) the authority to 
increase the circulation of greenbacks up to three billion dollars, (4) the legis 
lation nationalizing gold, (5) the authority to issue Federal Reserve bank 
notes, and (6) the legislation of March 27, 1942, making it possible for Fet- 
eral Reserve banks to buy directly from the United States government ''s 
direct or fully guaranteed obligations. a 

In view of the fact that powers (1) and (3) above have not been utilized 
in recent years and that powers (5) and (6) have been employed only to 


expé 
Dr 
Ur. 
mak 
D 
his a 
exch 
The 
alone 
* 
finan 
If 
el 
th 
naj 
coun 
act 
T)r 
| 
nd 
Guid] | 
iver 
Th 
rd | 
Th 
+h 


1943] BOOK REVIEWS 415 
limited degree and then only as a substitute for readily available means of 
expanding currency and bank reserves, respectively, it is difficult to see why 
Dr. Kemmerer gives these powers such a prominent place among the factors 
making for inflation in this country. 

Dr. Kemmerer’s emphasis on monetary controls is a logical outgrowth of 
his analysis of the causes of inflation in terms of the quantity theory of money. 
But as was pointed out earlier, analysis in terms of the kind and quantity of 
exchange media fails to reveal the fundamental forces making for price rises. 
The monetary institutions are only the instruments by means of which funda- 
mental policies are put into operation. If the total volume of money were 
stabilized at its present level or even at a somewhat smaller volume, this fact 
alone would not be a guarantee against inflation. If the government continued 
to finance the bulk of its expenditures by means of borrowing, interest rates 
would have to be raised substantially and the velocity of circulation would 
undoubtedly increase. The rise in interest rates would increase the cost of 
financing the war, but there would be little or no effect on consumer spending, 
which is fundamental to the reduction of inflation pressures. Moreover, a rise 
n the open-market rates of interest would lead people to cash their War Sav- 
ings Bonds in exchange for securities bearing higher rates of interest. 

If we intend to maintain interest rates at or near their present levels, we 
must be prepared to increase bank reserves and to meet the demands for hand- 
io-hand currency. So far as the control of inflation is concerned, it makes little 
difference how the additional reserves and currency are supplied so long as 
the monetary authorities have adequate means of controlling their volume in 
both directions, 

Dr. Kemmerer’s discussion of taxation, compulsory savings and the control 
‘ consumers’ credit completes his analysis of general controls, The last three 
chapters contain an excellent review of the history of price regulations in this 
country both prior to and after the passage of the Emergency Price Control 
act of 1942, 

Dr. Kemmerer has undoubtedly made a significant contribution in provid- 
ing the general public with a thoroughly understandable account of the causes 
and consequences of inflation. It is, however, unfortunate that he has given 
so much prominence to the purely monetary aspects of this problem, thereby 
diverting the reader’s attention from the really fundamental issues involved. 

RAYMOND F. MIKESELL 
Washington, D.C. 


The Federal Reserve Bank of Cleveland. By ARTHUR FREDERICK BLASER, JR. 
(New York: Columbia Univ. Press. 1942. Pp. xxviii, 306. $3.50.) 


The regional Federal Reserve banks have been unable to develop into truly 
central banks for their districts because the underlying economic organization 
of the country has not followed the artificial federal reserve district boundaries, 
and has tended, in fact, to become more and more national in character. 

This principal conclusion of Mr, Blaser’s book, though nominally reached 
with respect to the Federal Reserve Bank of Cleveland primarily, is made 
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generally applicable to all the regional Reserve banks. A narrow concept of 
their functions and responsibilities, a tendency to conduct themselves |ik. 
superior private institutions intent upon avoiding losses to themselves at aj 
cost, and an inadequate comprehension of the general monetary effects oj 
their policies no doubt contributed to this result in many instances. Mr. Blase 
makes no criticisms along these lines, but mentions a few facts which would 
support such inferences. 

At any rate, the regional Reserve banks early relinquished individual con. 
trol over their open market operations as an instrument of credit policy, and 
in recent years, amendments to the Federal Reserve act have deprived th 
district banks of nearly all authority for policy determination. They contin 
to exercise some power in this respect in connection with their direct lending 
operations and their bank examination procedures, but even in these fields 
the rules of the Washington authorities are becoming increasingly specific 
For the most part, therefore, the district banks have become merely clearing 
and collection organizations, and performers of other sundry services for con- 
mercial banks, the Treasury, and governmental credit corporations and ager- 
cies. 

Although this is a full-size book and is clearly written, I cannot say that 
the reader learns very much about the Cleveland Federal Reserve district or 
the Cleveland Federal Reserve Bank that cannot be found in Census and 
other government publications. Nor can I say that the reader learns much 
about the Federal Reserve System as a whole by looking at it through Mr. 
Blaser’s Cleveland window. The reason appears to be that the treatment is 
largely confined to describing the formal structure of banking and other 
credit institutions in the Cleveland district and rarely gets behind the organ- 
izational facade. 

The Federal Reserve System has been variously regarded as a kind oi 
government-sponsored codperative for privately-owned commercial banks, as 
an agency designed to promote a fuller and more continuous availability 0! 
credit for business and agriculture, and as the governmental body immediately 
responsible for the monetary policy of the United States. Something of each 
of these purposes can be found in the Federal Reserve System, and it would 
seem that a detailed study of a specific Federal Reserve bank should be able 
to illumine some of the clashes between them. Have there not been occasions 
when the Cleveland Federal Reserve Bank’s obligation to limit its loans t0 
sound borrowers with eligible paper clashed with its responsibility of promo: 
ing monetary stability? What kinds of credit needs go conspicuously u- 
satisfied in the Cleveland district, and what important gaps exist in the 
machinery for marshalling and channelizing savings? Should the researc 
activities of the regional Reserve banks continue to be narrowly limited ( 
the collection of figures on retail trade, construction, and a few other convet- 
tional series? Does the nominally private ownership of the Reserve banks no" 
play a sufficiently useful réle to outweight its political disadvantages? Thes 
and similar questions might well have occupied a large part of Mr. Blasers 
book, 

LAWRENCE H. SELTZER 

Wayne University 
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International Trade, Finance and Economic Policy 


4 Study of War. By Quincy Wricut. 2 vols. (Chicago: Univ. of Chicago 
Press. 1942. Pp. xxiii, 1552. $15.00, the set.) 


I 


These two volumes by Professor Wright are a superb performance and con- 
stitute an encyclopedia on the subject of war. The author has studied the 
anthropological, zodlogical, psychologica!, sociological, political, historic, eco- 
nomic, statistical, and technological aspects of war. My task is to write a 
review of the economics in these volumes. Although I have not confined my 
reading to the parts dealing with economics, this review will deal only with 
those parts. 

The range of the questions raised and answered by the author is broad. 
Does human nature make war inevitable? Can war be prevented? How many 
wars have there been since the Renaissance? Is capitalism responsible for war? 
Does socialism make for peace or for war? How has international law dealt 
with war? Is it possible to predict future wars? These questions are some in- 
dication of the ground covered. 

Professor Wright tells us that this study, proposed to stimulate research, 
was initiated at the University of Chicago in 1926. “It has involved consulta- 
tions with numerous members of the University of Chicago faculty and others 
and the preparation of over fifty studies by research assistants and members 
of the faculty.” It was anticipated that the results would be summarized and 
codrdinated with one another and with other literature in this field. In the 
volumes under review, Professor Wright has fulfilled the hopes of the spon- 
sors of this project, It has been a pleasure to read two volumes which are 
the ultimate in profound scholarship and maturity of judgment. 


II 


Many economic problems are raised, first among them the economic causa- 
tion of war. Dr. Wright does not minimize the economic causes of war, al- 
though he understates the emphasis given to economic causes by economists. 
Would most economists subscribe, for example, to the following statement: 
“Economists, with the exception of the Marxists, have generally considered 
the causation of war as outside their field. Believing that wars arise mainly 
from noneconomic factors, they have been stimulated to investigate the con- . 
trary opinions of historians, publicists, and Marxists. Among the ‘economic 
forces’ often said by these writers to cause war are ‘capitalism,’ ‘imperialism,’ 
the ‘international arms trade,’ and ‘international finance.’ Most economists 
have found that economic theory and historical evidence give little support to 
these assertions” (p. 710; italics mine. Cf. pp. 284-85). 

In his view, war has politico-technological, juro-ideological, socio-religious, 
and psycho-economic causes (p. 739). It is not clear that Dr. Wright has 
agreed with the conclusions of the economists he quotes. He finds that in a 
desire to escape economic depression, economic protectionism and political 
control of markets and sources of raw material provide forces contributing to 
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wars. Yet he shrinks from a full acceptance of the Marxian theory, “The pres. 
sure of capitalistic interests, investors, arms-traders and concessionaires has 
been a factor in some instances of colonial and international war, but not ip 
most” (p. 285). 


Ill 


A liberal society that confines the functions of its government to the preser. 
vation of law and order is much less likely to invoke wars than is a totalitarian 
state. The former is not prepared for war; it is slow in mobilizing resources: 
and is likely to be inefficient in the early stages of war (p. 832). Vet the 
emergence of strong classes which put their interests above those of the state 
tends to bring a disintegration of capitalism: protective tariffs are introduced 
on behalf of one class, wage and collective bargaining on behalf of another. 
agricultural subsidies on behalf of another (pp. 1007-08). Capitalists may not 
be, as Professor Wright insists, interested in government or war. They prefer 
peace in order to protect their position. Yet in the struggle with other classes 
in Germany and Italy, the capitalist group has sided with those who would 
crush labor; and in siding with the fascists, they have indirectly contributed 
to war. I am not convinced, as the author seems to be, that the socialist states 
are responsible for wars, and the capitalist states are not. 

Professor Wright finds in agrarianism or socialism, not capitalism, vigorous 
forces making for war. Many will disagree that “socialistic states have tended 
to be at war” and that the socialist states are crisis states which break down 
into feudalism or evolve into capitalism. According to Dr. Wright, capitalist 
states are not interested in war. Profits, processes of production, and prices 
are put above the state. Only when capitalism allies itself with the state and 
seeks special favors (e.g., monopolies, protection of markets), will its position 
be jeopardized. If it is to survive, “it must abandon its alliance with national- 
ism and associate itself with ethical values of universal scope. The natural 
ethic of capitalism is liberalism and humanism, as was realized by the classical 
economists who elaborated this ethic in their creed of utilitarianism” (pp. 
1184-85). 

Autocracy brings war (pp. 851-53, 989, 1010, 1051-53). Contacts may at 
first inspire conflict, but once nations trade, the attempt on the part of some 
nations to become self-sufficient injures the position of others. He does no! 
find in history any evidence that self-sufficient or agricultural countries are 
less bellicose than others. Once a country which is dependent on foreign mar- 
kets or foreign raw materials finds itself shut out of accustomed markets 0! 
unable to obtain necessary raw materials, it will resent these losses imposed 
by others. Professor Wright suggests that, whenever a nation pruposes (0 
introduce restrictive measures, it should take into account the effects on other 
nations and once opposition becomes serious, it should reconsider; and 1! 
necessary, a world veto should be invoked. 

These are major issues raised by the author. They raise even larger prob 
lems than those discussed in these volumes. In these days of modern air war 
fare, can any nation arrogate to itself a standard of living vastly superior ! 
that of other nations and not be the subject of resentment and attack? Out 
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standard of living may be twice as high as the European standard and five to 
ten times as high as that of the average Latin American. We can maintain 
those higher standards only if we continue to restrict immigration. The differ- 
ence may be reduced through freedom of capital movements, but not greatly. 
We are confronted with the alternative of maintaining present barriers and 
our high standard of living or facing a united Europe with a population of 
500 million, or a Latin American population of 200 million or perhaps a 
billion Asiatics jealous of our high standard, all possibly ready to pounce 
upon us at the appropriate moment. The least we can do is to remove trade 
barriers and to increase capital investments; and we should seriously consider 
lifting our immigration barriers at least to some extent. Equalization of stand- 
ards would of course not be practical or acceptable; but a reduction of dif- 
ference is worth considering. We may gain in the long run. It is a price to be 
paid for peace and freedom from costly wars and military expenditures. 

Our tariff policies in the last generation are nothing to be proud of. Yet 
one may exaggerate the damage done. “It would have been difficult to devise 
an economic policy more certain to produce economic collapse and interna- 
tional ill will than that by which the United States built up a facade of pros- 
perity from 1923 to 1929” (p. 1052). American tariffs were undoubtedly too 
high. Yet what economist would say, as is implied here, that American pros- 
perity was built up through restrictive tariff policies in these years? The pol- 
icies of that period allowed American investors to pay for needed supplies by 
Germany and other countries; and our tariff policies reduced the chances of 
repayment. We thus subsidized foreign consumers. It was a stupid policy 
‘rom the viewpoint of American interests, and, in the short run at least, 
helped our debtors since it contributed to repudiation. Repudiation of debts 
induced ill feeling toward debtors abroad and to that extent our tariff policy 
made for a debacle. 


IV 


Population differentials may lead to exchange of goods; but they may cause 
tensions and wars of conquest. Countries losing ground may attempt to sup- 
plement their native population with colonials, as France has done in the last 
lew generations. Countries gaining ground rapidly will, on the other hand, 
vecome more aggressive, especially if their access to raw materials is con- 
sidered inadequate. 

Professor Wright discusses the Japanese aggressions in terms of vital statis- 
lcs. “Japan in 1933, with a population under twenty years of age of 
10,000,000 greater than the population between twenty and forty years, was 
confronted by the very real problem of finding 10,000,000 additional jobs in 
‘wenty years” (p. 1141). Emigration, conquest, industrialization, and trade 
‘xpansion were possible ways out. According to the author, discriminatory 
immigration laws and increased tariffs imposed by the United States and other 
tations precluded recourse to industrialization, increased trade and migration. 
Vonquest was the only alternative left so long as the Japanese proposed to 


a their population and maintain their standards of living (pp. 1140- 
3). 
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stagn 

Economic fluctuations play an important part in Dr. Wright’s diagnosis of on th 
the causes of war. Rapid economic decline induces revolution and war even stagn 
if on absolute terms the situation is not intolerable. It was the rate of decline (cf. ¢ 


rather than the absolute position which accounted for the rise of the Frenc 
workers and peasants in the eighteenth century and the Russian peasants in 


the twentieth century. Drastic changes in the relative position of particular In 
classes may also bring wars and revolutionary movements: the peasants and estins 
landowners after the Renaissance and the middle class who suffered severely L 
from inflation in the 1920’s reacted vigorously (p. 1112). Losses in wartime statel 
resulting from destruction of usual trade channels inspire protectionism and indic 
prevent the normal recovery expected in wartime (pp. 1113, 1320), Perhaps quest 
Dr. Wright here underestimates the recovery both in domestic output and in betw 
trade which occurred in the 1920’s and, for several countries, in the 1930's. Althc 

“Prolonged depression, following in many countries upon military defeat, om 
developed a widespread sense of social disintegration. Governments make vig- _ 
orous efforts to meet the situation by organizing national economies to provide in st 
instruments of defense, to assure invulnerability to blockade, to relieve wr- 1? 
employment, to protect all organized national interests, and to revive the sense (p. 2 


of social solidarity throughout the population” (p. 1008). Other countries {al- attrit 


lowed along the lines of national economic planning. Democratic nationalism ar 
had been unable to prevent the disintegrating influence of imperialism and to ab 
prolonged depressions. Totalitarian states relying on a single party system vent 
began to displace the bi- or multi-party system. tg 

At this point, Professor Wright seems to put great weight on the economic The 
causes of war. On other occasions, he minimizes them. He does not accept the latior 
socialist theory which associates the alleged expansive tendency of capitalism _— 
to the greed of entrepreneurs. They then exploit rich resources and helpless nets 
labor abroad. This denial of the socialist theory of recourse to foreign had t 
investments as domestic sources dry up is not convincing. “This theory gen- the 
eralizes from too few facts. A general historical survey indicates that most ” ae 
capitalists and entrepreneurs have preferred domestic to foreign or colonia rh 
investment” (p. 1179). Of course they have so long as domestic investments ie 
seemed more profitable to them. It may be that they have underestimated re 
the risks of foreign investments and therefore the correct view may well be ay, 
the opposite from the author’s. They may prefer not domestic but (because we 
their anticipations prove to be erroneous) foreign investments. ‘ - 

In his appraisal of the theory that wars, through their effects on prices and ne 
the burden of debts, bring about depression, the author again disavows os 
economic causation. Here his emphasis is on international relations rather bee 
than the deficiencies of capitalism. He dismisses the over-saving and under — 
investment theories of the inherent instability of capitalism. “Over-propens!'y eat 
to save and reluctance to invest might be remedied by appropriate govel™ mien 
ment policies respecting money, taxes, and discount rates.” They well might, saat 


and many economists would take a similar position. So far however, this § 
but a pious hope. W 
Unfortunately, Dr. Wright devoted little space to the theory of economic | 
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stagnation. His discussion of economic fluctuations in relation to war centers 
on the cyclical theory of the pre-1929 days, not on theories of economic 


“a stagnation. I say this despite his occasional references to Keynes and Hansen 
cline especially pp. 1128, 1180), 

VI 

we In the space that remains I can merely catalogue a few of the many inter- 
yr esting discussions in these two intriguing and valuable volumes. 

rely 1. The probability of war. We are informed that careful surveys of official 
a statements, diplomatic exchanges, armament budgets, etc., can be studied to 
and indicate the probability of war. Actually, 82 experts in 1937 replied to a 
naps questionnaire in which they were asked to consider the probability of war 


between 88 pairs of states. Their guesses have been well borne out by history. 
Although periodicity of political crisis is not revealed, Dr, Wright is optimistic 
concerning research along the lines suggested above (pp. 1264-76). 

2. The costs of war. In 1937 the world as a whole had about 8 million men 


a in standing armies, or 4 per 1,000 of population. Immediately mobilizable 
w- reserves would add 2 million more and trained reserves 30 million additional 
_ (p. 234). “Taking all factors into consideration the proportion of deaths 
fol- attributable to military service and to hostilities has probably increased 
ion among European countries from about 2 per cent in the seventeenth century 
and to about 3 per cent in the twentieth century” (p. 245). For France, in the nine- 
tem teenth century, the average annual death rate was 2.5 per cent of the popula- 

tion, and deaths from war casualties about 3 per cent of total deaths (p. 570). 
= The trend has been toward greater cost both absolutely and relatively to popu- 
the lation. In 1937 each effective in the armed services cost about $2,500 per year 


compared with a little over $200 in 1870; average cost per capita for defense 


" was $25, while in 1870 the cost had been $1.70. Nevertheless, military budgets 
ign had not grown much faster than total budgets. But military appropriations of 
et: the great powers rose from 3 per cent of total income before World War I 
ost to nearly 10 per cent in 1937 (pp. 666-67). Mechanization tends to shorten 
id war according to many military experts; but in the years of greatest technical 
nts advance, war costs have risen rapidly (p. 675). Dr. Wright also quotes— 
ted rather uncritically—some figures giving the costs of killing a soldier: Caesar’s 
be day, 75 cents; Napoleon, $3,000; World War, $21,000; by the end of the 
- present conflict, $50,000 (p, 675). Perhaps the author also accepts uncritically 
estimates of the cost of war in terms of casualties, number of battles per year, 
of etc., from the seventh to the twentieth century (pp. 236-37). Such indices 
should be accepted with grave misgivings. 


3. Economic and technical trends. Here again the author may be too dis- 
posed to rely on long-term statistical indices of inventions, prices and produc- 
tion. I suspect an index of inventions since 1475. What is an invention? Have 
recordings been uniformly good? And Dr. Wright innocently seems to have 
accepted the Warren-Pearson theory of the relation of gold and prices 
(pp. 205-08), 

SEYMouR E. HArrIs 

Washington, D.C. 
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The International Economy. By JoHN Parke Younc. (New York: Ronalj 
Press. 1942. Pp. xvi, 714. $4.50.) 

International trade and finance will be of great importance after the war 
as emphasized in the Atlantic Charter and in the master Lend-Lease agree. 
ments. The economic future both of ravaged Europe and Asia and of th: 
free nations of the world depends largely on the orderly relaxation of we. 
time economic controls, and on the policies which the United States, Grea 
Britain, and the Soviet Union adopt to encourage trade, assure financial 
stability, stimulate the rehabilitation of war-torn areas, and increase produ. 
tion in all countries. Political arrangements for an orderly international 
society will be stillborn if these fundamental economic and financial problems 
are not solved. 

In view of the importance of a sound appreciation of the international 
economic problems which face the world, The International Economy makes 
a timely appearance. Primarily a textbook for college study of international 
trade and finance, it is at the same time recommended reading for any reader 
who wants a convenient, up-to-date book on this difficult but important 
subject, and it may in this connection help break down the spirit of isola- 
tionism which grows out of ignorance or lack of interest in international 
economics. 

The book is essentially a modification and enlargement of Professor Young's 
earlier textbook, International Trade and Finance (1938), but such extensive 
changes have been made that it “has become largely a new volume.” Accoré- 
ing to the Preface, “This book endeavors to set forth as clearly and simply 
as possible the essential features and theoretical bases of the international 
economy, with some comment and analysis. It aims to achieve a balance be- 
tween history, principles, procedures, and policies.” 

The principal changes in the new volume are the rearrangement of chap- 
ters (a few of which are rewritten) and the addition of eight or nine new 
chapters. The book is now divided into five main parts, the longest being 
Part II, “Theoretical Foundations” (240 pages). Part I, “Nature of the 
International Economy,” Part III, “Institutions and Procedure,” and Part V, 
“Course of International Finance,” contain no new chapters and few changes 
in the old chapters. Part IV, “International Economic Policies,” includes 
new chapters on exchange control, on quotas and clearing agreements, 
and on the United States and reconstruction. 

New chapters in Part II include chapter 9, “Prices and Trade Theory 
the Real World,” which presents the general equilibrium approach to in 
ternational trade theory, and chapters 15-18, which give the history of 
ternational trade and monetary theory and some discussion of the co 
troversy between modern classical trade theorists and the advocates of the 
general equilibrium approach. This material fills an important gap in the 
coverage of the earlier book. Other changes in Part II include rewriting 
of chapters on “The Principle of Comparative Advantage” and “The Equili 
brating Process,” as well as modifications in several other chapters. Profess0! 
Young apparently gave his best and most loving care to the section on the 
oretical foundations. 

The emphasis on theory and on the general aspects of world economic prob 
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ems is highly commendable, and the treatment of these matters is note- 
vorthy for simple exposition and good coverage. Tariff problems, bilateral 
| multilateral commercial relations, U. S. maritime policy, and the history 
d future tasks of American foreign economic policy are expounded clearly 
nd without the minute and cumbersome detail found in some texts. Professor 
‘ung gives especially good treatment to three of the basic post-war inter- 
ational economic problems: exchange stabilization, foreign trade, and inter- 
rational investment. 

The chief shortcoming of this volume is its length and a tendency to be 
epetitious. The text has increased from 496 to 684 pages, a size forbidding 
to some prospective readers. Yet the length is not entirely necessary. 
‘here are numerous cases of repetition which could be eliminated. Sometimes 
hese confuse the reader, who wonders whether or not he has encountered 
at particular analysis previously, and what differences, if any, are in- 
orporated in the restatement. Furthermore, much of the exposition could 
be condensed without loss of clarity or interest. 

The new chapters on exchange control, clearing agreements, and quotas are 
ethaps the weakest in the book. A confusing attempt is made to define ex- 
hange control so as to cover even the gold standard of the late 1920’s. The 
rigins of exchange control as the term is ordinarily used (p. 508) are over- 
simplified, with the explanation that England’s departure from gold precipi- 
tated exchange control, whereas actually Iran, Turkey, Brazil, Spain, Ger- 
many, Hungary, Chile and Uruguay had adopted exchange control prior to the 
British suspension of gold payments. The description of German procedures 
relates entirely to the system after September, 1934, with scarcely a hint that 
exchange control had been in effect there since July, 1931. 

Insufficient emphasis is given to discriminatory practices under exchange 
control, and there is virtually no analysis of the difficulties involved in aban- 
donment of control. No attempt is made to differentiate Latin American ex- 
change controls from those of Germany or central Europe, although typically 
the former were less stringent, involved less discrimination between supplying 
countries, were used as defensive weapons without aggressive political pur- 
poses, were accompanied by less reluctance to depreciate currencies, and per- 
mitted a more or less open curb market. 

There is almost no consideration of possible circumstances under which ex- 
change control may be desirable. Aside from its use to meet purely emergency 
shortages of foreign exchange, it might also be used to promote the growth of 
productive capacity in underdeveloped areas. Wealthy individuals in many 
South American republics have long been accustomed to invest either in land 
or in foreign securities, and to refrain from risking their capital in local indus- 
’. These investment habits do not change quickly. Exchange control, when 
operated with reasonable intelligence, might possibly diminish the outflow of 
domesti ic capital in these cases and might stimulate local economic progress 
ugh the use of this capital, aided by preferential allocation of exchange for 

\ductiv € purposes. 

r the treatment of post-war reconstruction there are some inadequacies, 
‘uch as the following: (1) only a casual mention of the problem of liquidation 
0! blocked sterling balances and blocked exchange balances in central Europe; 
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1943] 
(2) a similar all too brief reference to the difficulties of liquidating the sizeable perspe 
assets of occupied and belligerent countries now frozen in the United States: the fit 
(3) no consideration of the unconventional commercial policies of the U.S.S.R the de 
(see p. 499), notwithstanding its growing international importance; and (4) the pt 


inadequate attention to the consequences and difficulties of liquidating after 
the war the large British and American international purchase contracts, which 
There are a number of factual and analytical errors, such as: 


1. An overstatement of the case against tariffs (p. 464): “. . . it cannot be aed 
said that unemployment is prevented or relieved by a tariff. In fact, the levying is dev 
of a tariff necessitates readjustments in industry which tend to cause unemploy- itself. 
ment in the export industries.” This overlooks the points raised by J. M. An 
Keynes in 1930-31 regarding the levying of a protective tariff when there are a rath 
unemployed resources: employment may be increased in protected industries, in the 
investment may be stimulated in those industries, and a favorable monetary partic 
effect may arise from the short-run favorable trade balance and the tendency the tr 
toward a gold inflow. by fo 
2. The statement (p. 475) that the 1932 import excise taxes cannot be invol\ 
changed under the Trade Agreements act should read that they cannot be gradu 
changed under section 336 of the Tariff act of 1930; several have, in fact, been with | 
reduced in trade agreements. the P 
3. A quotation on anti-dumping duties, purportedly from the Tariff act of Ag 
1922 (pp. 487-88), is actually from the Anti-dumping act, 1921. a dev 


4. “The reciprocity program of the United States is based on the principle to fa 
of equal treatment, the only exceptions being: (1) with Cuba... and (2) with favor, 
Germany and Australia” (p. 492). Trade agreement rates of duty were ex- discu: 
tended to Australia on February 1, 1938, and the withholding of the reduced cessic 


rates from Germany was terminated in accordance with a letter of President these 
Roosevelt dated May 30, 1942. tion | 
5. Regarding sterling payments agreements (p. 514), it is stated that “An of its 
agreement was concluded with twelve Central American, northern South late 1 
American countries, and Mexico which differed from the above in that sterling In 
balances could be freely transferred within this group.” This system was actu- a sha 
ally introduced, not under an agreement, but unilaterally by the United King- of int 
dom—which puts quite a different light on it. ing a 
The International Economy does not pretend to make any significant merit 
original contribution to the study of economics. As a textbook, and also as an partl 
introduction to international economics for any intelligent lay reader, it can be pencl 
given a high recommendation. worl 
Joun S. DEBEERS Tk 

Washington, D.C. appo 
denu 

ment 

The Reciprocal Trade Agreements Program: The Policy of the United States devie 
and Its Effectiveness. By James C, Pearson. (Washington: Murray and wl 
Heister. 1942. Pp. xiii, 328, $2.00.) state 


In the Preface to this study of the Trade Agreements Program, the author these 
points out that the best method of approach to the problem of evaluating the coun 
effectiveness of the program is to view it “within the framework of a propét Or 
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perspective and adequate theoretical background.” In support of this thesis, 
the first half of the book is devoted to a historical and analytical survey of 
the development of international commercial policy from medieval times to 
the present, with special emphasis on the period between the World War and 
the outbreak of the present conflict. Even in the second half of the book, 
which is more directly concerned with Mr. Hull’s program, much space is 
siven to a discussion of American foreign trade and commercial policy in the 
nineteen twenties and early thirties. Scarcely a third of the book, therefore, 
is devoted to a description and analysis of the Trade Agreements Program 
itself. 

An almost inevitable consequence of this broad approach to the subject is 
arather sketchy treatment of some of the more difficult problems encountered 
in the administration of the Trade Agreements Program. This weakness is 
particularly apparent in the author’s analysis of the methods employed in 
the trade agreements for dealing with quantitative trade restrictions employed 
by foreign countries. At no point does he discuss the inherent difficulties 
involved in the application of the “representative period” formula or the 
gradual adoption of more and more specific and elaborate clauses for dealing 
with quantitative trade controls, as those in charge of the administration of 
the Program gained experience from the working of the earlier agreements. 

Again, very little attention is paid to the narrowing of tariff classifications, 
a device which was employed frequently by the American negotiators, partly 
to facilitate the process of tariff bargaining and partly to minimize the un- 
favorable effects of tariff concessions on American producers. Nor does he 
discuss the rather important instances in which the benefits of American con- 
cessions were limited through the adoption of tariff quotas. The result of 
these and similar omissions is a failure to face squarely the challenging ques- 
tion as to whether the most-favored-nation clause can, without losing most 
of its value, be adapted to conditions such as those which prevailed in the 
late nineteen thirties and may very well prevail after the war. 

In his handling of the background material to which he devotes so large 
a share of his attention, the author shows a wide knowledge of the literature 
of international trade and commercial policy, He succeeds, moreover, in cover- 
ing a very broad field with proper balance and emphasis. In spite of these 
merits, the discussion is somewhat cumbersome and makes rather dull reading, 
partly because the style is excessively formal and partly because of the author’s 
penchant for elaborately cataloging such phenomena as the causes of the 
world depression or the repercussions of the Smoot-Hawley Tariff act. 

The treatment of the developments of the late nineteen thirties, too, is dis- 
appointing. The author contents himself with a very general description and 
denunciation of such devices as quotas, exchange control and clearing agree- 
ments. The discriminatory methods employed in the administration of these 
devices are scarcely mentioned; nor is there any attempt to discuss the way 
in which Germany and Italy sought to achieve political domination of weaker 
states through the manipulation of foreign trade controls. Some mention of 
taese developments is vital to a thorough understanding of the problems en- 
countered under the Trade Agreements Program. 

One of the most satisfactory portions of the book is the chapter devoted to 
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the Trade Agreements Organization, in which the strengths and weakness: 
of the interdepartmental committees which have been set up to administer 
the program are discussed. The author is to be commended, also, for his 
handling of the statistical material available on the effectiveness of the traie 
agreements. Here, in spite of his general enthusiasm for the program, he js 
careful not to overstate the extent of the progress made in bringing about , 
modification of trade barriers here and abroad. 

Again, in the concluding chapter, commendable restraint is shown in weigh- 
ing the accomplishments of the program. The difficulties which this country 


nomenc 


is likely to encounter if it seeks to continue its campaign for lower trade im 
barriers after the war are discussed at some length. At no point, however, does a est 
the 


the author give evidence of a recognition of the fact that the Trade Agree. 
ments Program by itself cannot be expected to bring about a material lowering 
of trade barriers, in the absence of other measures and policies directed toward 
the same end. Nor does he suggest that the most serious weakness of the pro- 
gram in the late nineteen thirties arose out of the fact that this country was 
seeking to bring about a return to more stable conditions of international 
trade while, at the same time, displaying an unwillingness to enter into inter- 
national political commitments which alone would insure the maintenance oi 
conditions conducive to trade stability. An isolationist attitude toward inter- 
national political problems is not compatible with a program for expansion of 
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most I 
1930. 
policy 


in an 


world trade. This fact is being widely recognized in current discussions of ? - 
post-war problems, and the Trade Agreements Program is being regarded a : 

as merely one plank, albeit an important one, in a post-war platform of policies * A 
for this country. ves 

MarcarET S. Gordon 

Washington, D.C, om: 
omies 

Commercial Policy in the Interwar Period: International Proposals and No- towart 
tional Policies. League of Nations document II. Economic and Financial, In 

1942, II. A. 6. (New York: Columbia Univ. Press. Pp. 164. $1.75.) succes 

The title and sponsor of this book are of sufficient importance to create con- held 
siderable interest. The objective, as stated in the Preface, of providing a study 6 
which is “likely to prove important in connection with the formulation ... vege 
of policies for the post-war world” also attracts attention. In fulfillment o! se. 
this interest, the book really is a significant contribution to the history 0! a 
international commercial policy during a period of great stress and change. intere 
The work is composed of a chronological survey in outline form of the history woh. 
of commercial policy from 1918 to 1939 and an analysis of the reasons for the “es : 
success or failure of the various international proposals for a liberalization »! ceieg 
commercial policies, Frequent repetitions and an overformalized treatment Co 
unfortunately make the book rather difficult reading. 

The historical part of the book, though brief, covers all of the international 
proposals for freer trade but touches national policies only in so far as they Bank 
were related to international proposals. In this brief review it will be impossible 
satisfactorily to discuss this first part of the book, but summary attention C} 
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a should be directed to the more significant details of the analytical portion. 
~_ acreage success was achieved by international action in the following 
te our fields: (1) the development of an international code of commercial law, 
os — a assimilation of laws regarding bills of lading and bills of 

8 TM exchange; (2) the extension of international commercial arbitration promoted 


by agencies “ke the International Chamber of Commerce; (3) the simplifica- 
tion of customs formalities and the unification and simplification of customs 
nomenclature; and (4) the removal of certain legal, fiscal and administrative 
obstructions to international trade such as double taxation and veterinary 
police measures. Success was registered here either because traders wanted 
the work done and there was no important business group opposing them, or 
because of the desire of the governments to restore some reason and order 
into international affairs, or because of the utilization of the machinery of 
the League of Nations for joint discussion, study and negotiation. 

In the field of the reduction of tariff barriers and the promotion of the 
principle of equality of treatment through the operation of the unconditional 
most favored nation clause very little was accomplished, particularly after 
1930. Three main reasons for this failure are postulated. (1) Commercial 
policy in the immediate post-war period was colored by the difficulties inher-nt 
in an orderly transition from war to peace economy, in particular because 
‘the fear of a widespread resort to exchange dumping. (2) Political insecurity 
in the international field, caused in large part by war-bred political passions, 
led governments “to shun the world and seek a wholly insecure security in 
isolation” (p. 157). Continental countries, especially, with vivid memories 
i the effect of the blockade, were particularly assiduous in promoting policies 
‘ autarky. (3) The economic depression of the 1930’s led many countries to 
endeavor to secure freedom of action for themselves by rendering their econ- 
mies as immune as possible from external economic influences. The tendency 
toward increasing rigidities in national economies promoted this desire. 

In spite of the difficulties involved and in spite of the apparent lack of 
success of all of the major proposals, numerous international conferences were 
held and general recommendations agreed upon. Why did governments re- 
peatedly send delegates to conferences armed to make recommendations and 
then repeatedly refuse to adopt the recommendations themselves? The answer 
lies primarily in the fact that these conferences were based upon the invalid 
assumption that, since a general reduction in tariffs was in the economic 
interest of all countries, governments, when brought to realize this fact, would 
act accordingly. The recommendations did not bind the governments to specific 
acts of policy, and, though general in character, were frequently accepted by 


delegates with mental reservations as to their practical applicability. 
CARL KREIDER 


Goshen College 


Banking and Finance in China. By Frank M. Tamacna. I.P.R. inquiry ser. 
(New York: Inst. of Pacific Relations. 1942. Pp. xxi, 400. $4.00.) 
Chinese banking and financial structure, ancient and modern, is, to say the 
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least, a most complicated subject. The old “native banks” have developed . Ie! the 
technique for making small loans and handling domestic exchange through banking 
centuries of operation; yet the precise procedure and nature of their technique not see 
and tradition are only partially known, owing to the lack of reliable records reached 


and statistics. This paucity of information is traceable to three reasons: the For i 
traditiona: attitude of indifference held by Chinese scholars of the old schools need W! 
toward the usurers and money-makers;' the previous nonexistence of govern- of the 


mental regulation of the banking business; and the age-old practice of strict exchan| 
business secrecy. In 1848 there began the “invasion” by foreign banks into the Mae °°" 
fertile field of Chinese banking. Since each conducted its business under the pro. hoe 
tection and regulations of the laws of its mother country, the pattern of te aE 2) *° 
policy and practice of these foreign banks has not been uniform. The instity- aayatle 
tion of “modern banks,” owned by Chinese conducting business along westem during 
banking lines, entered the picture at about the end of the last century. ay 
This general field is highly perplexing even to Chinese economists of the Mae =" 
modern generation, not to say to foreign scholars. Except a few studies made as thai 
by foreign officials and local business men, this field had not been tackled by and €3 
foreign independent and trained economists in any systematic manner. Dr should 
Tamagna and the Institute of Pacific Relations, therefore, are to be congratu- ae 
lated for making available in English a comprehensive treatise on the history Un 


and present status of banking and finance in China. Anglo- 

The book is divided into three parts according to the three stages in the ere 
chronological developments of Chinese banking from ancient to the modem or 
times, with the unification of the whole country by the national government in wane 
Nanking in 1927 and the outburst of the present Sino-Japanese war in 1937 as (1) 
landmarks. In each period the discussion is centered around four topics: es 
(1) the native money market consisting of institutions and individuals con- — 
ducting financial and banking business in the traditional Chinese way; (2) the develo 
foreign money market with organizations handling business under foreign of the 
control; (3) the modern money market composed of official and private in- mder 
stitutions doing business under the laws and regulations of the Chinese Na ty 
tional Government and following western business practice; and (4) the to . 
relations of the three markets to the agricultural, commercial, industrial and = 
other sectors of the Chinese economy. sete 

The study is well documented and contains a large amount of statistical aoa 


materials in orderly arrangement, supported by a selected bibliography and Th 
glossary of terms. The appendix on the Chinese balance of payments for the 


period 1931-1940 is of special interest. The value of this appendix could be may | 
further enhanced if the author would give a fuller account of how the various anes 
modifications and adjustments were made. = 

In the last ten pages the author discusses briefly the financial problems of = 


the post-war reconstruction of China. The complicated nature of the problems ne 
is clearly indicated. Some suggestions are also made as to the general direction ys 


of the possible and desirable solutions. Naturally it would be unfair to demand and i 


* The social strata of China in the old days are arranged according to respectability % Ch 
follows: classical scholars, farmers, handicraftsmen and business men. 
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of the author a full analysis of this subject in a general treatise on Chinese 
banking and finance. It is a matter of regret, nevertheless, that the author did 
not see fit to discuss more fully certain points on which he seems to have 
reached a definite opinion. 

For instance, the author believes that China’s immediate post-war financial 
need will be a monetary reform involving an adjustment of the external value 
of the national currency (maintained during the war at an artificially high 
exchange rate as compared to its internal value) to its internal purchasing 
power (pp. 347-48). This conclusion is reached without any discussion as to 
‘ts merits and drawbacks in comparison with alternative policies. It is gener- 
ally accepted that, for a period immediately after the war, it is advisable for 
some of the United Nations to retain certain governmental controls instituted 
during the war, to be relaxed later only gradually, in order to facilitate mili- 
tary and economic demobilization. China’s needs for retention of control over 
foreign trade and exchange for a reasonable period after the war are as great 
as that of any other country, since no country has suffered greater internal 
and external economic dislocations. Chaotic conditions may result if China 
should relax the control of international trade and exchange all at once when 
peace comes. 

Under the assumption of an effective control and full international (largely 
Anglo-American) coéperation and assistance, it does not seem necessary to 
maintain the external value of the Chinese currency on the same level as its 
internal value immediately after the war. The appropriate level of the external 
value may be determined primarily on the basis of the following factors: 
(1) the foreign exchange needed to execute China’s program of industrializa- 
tion and to fulfill certain necessary civilian needs in that period; (2) the 
amount of foreign loans which may be forthcoming; (3) China’s ability to 
develop export trade; and (4) the barter terms of exchange. The internal value 
of the money would have only an indirect bearing on these considerations 
under the aforementioned circumstances. It does not necessarily mean that the 
present reviewer considers this line of approach the best one. The argument is 
put forth merely to indicate that it is not to be dogmatically held that the 
external value of the Chinese currency must be adjusted to its internal value 
or a period immediately after the war, a policy which, as Dr. Tamagna clearly 
recognizes, “will necessarily have far-reaching economic and social conse- 
quences” (p. 348). 

The concluding remark of the author deserves careful consideration: “It 
may be concluded, therefore, that after the war China will need foreign assis- 
tance in order to cover her requirements for reconstruction and development. 
If political conditions or economic difficulties should hamper the flow of ade- 
quate quantities of goods, equipment and skilled labor from the industrial 
countries, then China will have to depend upon her own resources, and endure 
the economic and social strain resulting from forced restriction of consumption 
and inflationary techniques of domestic financing” (p. 356). 

Ta-Cuunc Liu 

Chinese Embassy 
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Financing Small Corporations in Five Manufacturing Industries, 1926.3 


By Cuartes L. Merwin. (New York: Nat. Bur. of Econ. Res, 194) The 

Pp. xvii, 172. $1.50.) “B® ans) 
This volume is one of the Studies in Business Finance now being prosecuteiifame © '° 
by the Bureau as a part of its Financial Research Program. The basic dai ° 2" 
for the study were originally compiled for the Department of Commerce by them °'*” i 
Income Tax Study, a Work Projects Administration study sponsored by th: s attri 
Treasury Department, from which later T.N.E.C. monograph no. 15 (by th yw 
same author) was issued. Supplementary data were also used in the study, me a 
Altogether the data present the “first comprehensive factual information’ mention 
relating to financial affairs of small manufacturing corporations for a complete This 
decade. While companies with assets up to $250,000 are included in th ome 
samples, embracing about 1,000 corporations, most of them showed assets of pe eet 
around $50,000 each. capital 
This study is broadly conceived, including a survey of the economic chir- capital 
acteristics of small manufacturing corporations. Main emphasis, however, ifm? 
placed upon the matter of how these corporations obtain and utilize fund, ii _ 
their profitability, and symptoms of discontinuance. The industries included MN 
are baking, men’s clothing, household furniture, stone and clay products, and pemmnes 
machine tools. Taken together these enterprises represent a cross section of Jim. = 
industry exhibiting the leading characteristics of most industries. The 
The work falls into two divisions, the one dealing with solvent corporations poe 
based upon a post hoc analysis as of the end of the period, and the other oes 
dealing with “portents of discontinuance” for corporations becoming insolvent P jo 
in the period 1932-36, each corporation having an available record of si aoe 
years prior to insolvency. The reason for this latter provision is that the end of 
author desired to discover those symptoms which appear prior to the year 0! ie 
insolvency and which have forecasting value. egee 
As to the experience of the solvent corporations, it is first pointed out that chet 
these small manufacturing concerns provide iittle more than a living for their pe 
owner-operators, After paying expenses, including salaries of the owner- shower 
operators, only a minor fraction of their earnings remains as conventiondl by the 
profits. Salaries of the owner-operators im toto remained remarkably constant . oe 
during the depression years while “profits” showed a marked decrease, the m 
owner-operators apparently making no distinction between these categories 4 ne 
to their compensation. The point of most general economic interest is that thes ; The 
owners employed their capital in such a way as to provide themselves with jos; cna 
and from the record of failures among the original corporations drawn ® aude 
samples in 1926 it appears that the majority paid dearly for their employ- “iad 
ments. 
The second conclusion of the study is that these corporations obtained @ ann 
relatively large percentage of their funds from short-time borrowings. In fat! P ne 
the great majority of the companies examined reported no long-term debi: a 
whatever. For the group of five industries as a whole the long-time debts ‘ as 
ranged from 1.2 per cent in men’s clothing and furniture industries in 19” “6 
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to 10.7 per cent for baking companies in 1936. The smallness of these debts 
; attributed to the instability and short-lived nature of small corporations. 
The short-term debts are divided between bills payable (presumably bank 
jans) and accounts payable. Altogether these two classes of liabilities amount- 
ed to 19 per cent of total assets in 1926 and 20 per cent in 1936. There was 


7 a pronounced trend in all of the five industries, except stone and clay products, 
> thee ey from bank loans toward accounts payable or merchandise credits. This 


is attributed first to the decline in inventory holdings which was occasioned 
by lower commodity prices, competition among the suppliers of raw materials, 
even though the terms of credit showed no tendency to ease, and finally is 
mentioned the tightening of bank credit during the depression. 

This portion of the analysis concludes that, owing to the general instability 
of earnings and the high rate of failures, long-term credits are ill-adapted to 
the needs of these small corporations which in reality demand greater equity 
capital and more extensive short-term and medium-term loans. But equity 
capital can be obtained only from earnings without violating the sense of 
proprietorship of the owners by admitting additional partners with a voice 
in control. Equity capital can thus be supplied only by the conservation of 
earnings and adoption of a longer-range view by the proprietors of their own 
businesses. Practical and immediate help can come only from short-term 
or medium-term credits. 

The second division of the study dealing with insolvent corporations con- 
stitutes an attempt at verification of the value of certain accounting ratios in 
credit analysis. The need for dependable analysis is shown by the fact that 
{ 939 corporations drawn as samples for the year 1926 about three-fifths 
t 558 discontinued making reports for income tax at some time before the 
end of 1936, this being interpreted as strong indication of insolvency. 

The three financial ratios found to be especially symptomatic of impending 

“discontinuance,” i.e., insolvencies, were current assets to current liabilities, 
net worth to total debt, and net working capital to total assets. These three 
ratios of corporations assumed to have become insolvent in the years 1932-36 
showed a decidedly unfavorable trend for all five industries when measured 
by the empirical standards of the remaining solvent corporations. The third 
i the above mentioned ratios proved to be the most sensitive indicator of 
ultimate discontinuance. Three-fifths to three-fourths of the individual com- 
panies showed decline as indicated by the aggregates. 
_ The use of these indicators, in the absence of more intensive study of 
ndividual companies, is not entirely conclusive for credit analysis. Neverthe- 
ess, the conclusion is reached that “‘deviation of certain credit ratios from an 
empirically-determined level has definite diagnostic value.” It still remains 
tue, however, as Director Oswald W. Knauth points out, that “All that can 
properly be deduced from the data presented is that credit ratios are an im- 
portant element in forecasting the continuance or discontinuance of individual 
enterprises,” 

itis no more than proper to observe that the conclusions reached are based 
‘pon narrow evidence. This limitation is deduced from information given 
tarly in the study that, of the 558 corporations discontinuing at some time 
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during the entire period, 237 or more than two-fifths discontinued in the 
three years 1927-29 and another third during the years 1930-32. To what 
extent the symptoms indicated were operative in these cases remains unknown. 
Neither do we know how many of the surviving corporations at the end of the 
period showed characteristics similar to those discontinuing. It should als 
be added that any deductions based upon aggregates must necessarily be 
viewed with caution in attempting to establish standards of operation for 
individual companies, Such standards can be properly established only from 
data which refer to the individual companies. It is to be regretted that the 
investigation failed to throw light upon insolvencies occurring during the late 


1920’s. 

Notwithstanding these shortcomings, the volume stands as the most com- 
plete study of the financial affairs of small corporations available at the 
present time. It is to be hoped that this will serve as a stimulus to continued 
study of this class of most deserving business enterprises. It would be most 
enlightening to know whence comes the constant stream of new enterprisers 
with sufficient capital to establish independent business concerns. It would 
be equally interesting to know something of the losses of the insolvent cor- 


porations. Meanwhile, the conclusions point to weaknesses which should be 


the object of continuous solicitude. 
J. E. 
University of Nebraska 


Public Control of Business; Public Administration; 
National Defense and War 


Business as a System of Power. By Ropert A. Brapy. (New York: Columbia 
Univ. Press. 1943. Pp. xviii, 340. $3.00.) 


This book constitutes a somewhat oblique but heavily documented warning 
that if we don’t watch out most of us Americans will end up as the slaves o/ 


a political, social and economic regime not unlike that of the Axis powers 


against which, for the sake of the democratic way of life, we are now arrayed 
in mortal combat. The warning takes the form of an exposition and analysis 


designed to show that up to a point, well advanced on the road to totalitarian- 
ism, the development of the business system has followed the same general 
pattern both in countries which have violently remodeled their national set-ups 


along totalitarian lines—Germany, Italy, Japan, and Vichy France—ané 
countries—the United States and Great Britain—which remain committed 


to a “liberal-capitalistic” basis of operation. 


The pattern, as Dr. Brady sees it, is one in which business as a system of 
making money or profits develops into a system of power used by 4 small 
minority, scions of the “best families,” to keep themselves on the top of the 
heap economically, socially and politically. Steps in the unfolding of the 
pattern, as he blocks it out, are the growth of monopolistically bent big bus’ 
ness, and the development under its leadership of comprehensive federations 
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of trade associations which, while acting as political pressure agencies, make it 
their business to see that there is persuasive popular education on such matters 
as “self-government in industry,” keeping organized labor in its (subordinate) 
place, and maintaining a comfortably stratified social system. In the totali- 
arian countries the pattern includes a culminating step—the taking over of 
the governmental regime by the business regime, and with it a liquidation of 
any final traces of political, social and economic democracy. From his com- 
parative study of the development of the business regimes in the countries 


om 
the indicated, Dr. Brady concludes that it can happen here. 
ate In dealing with the development of business as a system of power Dr. Brady 


concentrates his attention on trade associations in the field of manufacturing, 
and particularly those “peak associations” (Spitzenverbande to the Germans) 


m- 

he sich as our National Association of Manufacturers, the German Reichsgruppe 
ed Industrie, the Federation of British Industries and the French Confédération 
ost Générale du Patronat Francais which “serve as centralized, codrdinating, 


business-policy boards for vast segments of the several national economies.” 
Largely a development since the First World War and a development which, to 
his astonishment, he finds largely neglected by social scientists, Dr. Brady 
sees these associations as the political spearheads in a drive by the business 
ystem for political, economic and social power which will stop at nothing, 
including taking over the state, to get it. “Directed by corporate giants which 
supply the Spitzenverbande with effective leadership,” he ominously remarks, 
‘within Germany, Italy, Japan, and France these bodies made the critical 
decisions without which the final destruction of democracy could not have 
taken place.” 

Within brief compass it is a forbiddingly formidable task to apply to Dr. 
Brady’s factual chronicle close criticism of the type appropriate to the 
Review. In geographic terms his account of the development of “peak associa- 
tions” is truly global in scope, and the unfolding of it runs pretty much the 
whole gamut of the social sciences in dealing with the social, economic and 
political policies of these associations. At the same time it is a completely im- 
possible job to determine whether he is right or wrong in the broader thesis, 
clearly implied if not explicitly stated, that we run great risks of going the 
way of the Axis countries and thus, in fact, losing the war if we do not see 
that business as a system of power is brought to heel politically in a way it 
was not in those countries. Only time can check the validity of that thesis, and 
even then it seems a safe assumption that similarities in the ways of “peak 
associations” will be only one of the factors involved. How much people are 
getting to wear and eat and how much fun they are having seem likely to play 
key parts in what happens. 

‘lf, however, it turns out that Dr. Brady’s theory about the imminent danger 
ol our going the way of the Axis countries from internal pressures proves cor- 
rect, it may well develop that in the year 1943 we Americans have established 
an all-time high as self-propelling dupes. Certainly this year most of us are 
doing or sharing tranquilly in a remarkably efficient job of undercutting and 
discrediting those groups and forces, including conspicuously the “bureau- 
rats” in Washington, who have the most promising potentialities for acting 
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as a brake upon business as a system of power. And we are doing this at, 
time when the war program is otherwise throwing the balance of economic 
and political power heavily on the side of business leadership. To the greater 
glory of business? Not if the story of the conquest of the Axis powers by 
business which Dr. Brady tells has any general moral. For what, with som. 
thing close to the ultimate in irony, all this conquest meant to these countrie: 
and their business systems, was merely a prelude to their ruination by war 

Also, if Dr. Brady’s conception of business as a system of power is valid 
it goes without saying that a very large volume of teaching of economics ip 
the United States, in which business is presented primarily as a system oj 
doing good by indirection under the invisibly guiding hand of competition, 
debilitating hokum. While I am not equipped to underwrite in detail Dr 
Brady’s conception of what business and its “peak associations” are up to, | 
think that on this point he makes a clear enough case. Whether or not, as he 
indicates without fully converting me, business is an internationally pract'-v 
technique for making Zombies out of us common people in the interest o/ 
stabilizing a monopolistically controlled status capitalism, I am confident 
that the general pattern of business performance he portrays makes contact 
with realities which are not touched by the treatment of it as a sure-fire 
medium for service, under beneficent restraints of competition. 

In drawing this portrait as starkly as he does, Dr. Brady seems to me to 
exaggerate the monopolistic, political power grabbing and wielding character 
of the business system. In the limited precincts of the vast business domain, 
with which I have acquired a certain amount of familiarity, it has seemed 
to me that one could almost always find present so many degrees of business 
control, ranging from complete monopoly to cut-throat competition, that 
any general characterization would necessarily miss most of the mark. Hov- 
ever, even if he overdraws his picture a bit, it seems to me that there has 
been enough overemphasis on the Pollyanna side to make a study of his book 
a useful exercise in balancing for scholars and teachers in the field of the social 
sciences. Also in its treatment of the seeds of fascism or some similar type 0! 
‘authoritarianism as a home-grown product, the book constitutes a useful and 
courageously executed offset for that plausible crop of writings which sees 
the real dangers of this sort as coming from abroad. For example, it is not 
Germany’s Master Plan, as currently presented by Joseph Borkin and Charles 
Welsh which we need to fear will plow under our democratic way of life, but 
the development of business as a system of power on which no nation, be it 
Germany, Japan, Great Britain, or the United States, has a copyright. Whether 
or not that is surely the fact, it presents a possibility that is easy to overlook ia 
wartime. 

It would be less easy to overlook if Dr, Brady had written his book in é 
less forbidding prose and organized it in a more engaging manner than that o! 
separating most of the discussion of issues of policy from the descriptive 
material—I feel to their mutual disadvantage. In view, however, of what seetls 
to me the vast improvement in the writing style as compared to that of his 
earlier works it seems almost ungracious to mention this shortcoming. Al, 
it is overcome in substantial measure by a pointing up of the story by Robert 
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< Lynd in a readable and pungent introduction. However, since Dr. Brady 
has a lot to say to American social scientists that is worth their thinking about, 
it is aggravating to be forced to dig through sentences such as the following 
which was not selected as the book’s most prolix, but as typical of many saying 
something consequential the tortuous way: “The net product of this four-way 
‘ysion has been referred to by people interested in the economic angle as 
‘status capitalism,’ meaning a monopolistically organized, militaristically 
minded, hierarchically graduated and ‘feudalistically’ directed autocracy in 
which the upper social reaches, after having made the necessary compromises 
with the nouveax puissant demagogery of platform and political tract, band 
together to constitute a governing class within a state expanded on a footing 
highly reminiscent of Plato’s microcosmic model, the Sparta of Lycurgus.” 
DEXTER M. KEEZER 
Washington, D.C, 


Preparazione e condotta economica della guerra. (The Preparation and Eco- 
nomic Conduct of the War). By L. Fontana Russo. (Rome: Cremonesi. 
1942. Pp. 305. L.30.) 

Professor L. Fontana Russo, who is the author of some rather indifferent 
works on international trade and trade policy, now gives us a volume in 
which he attempts to deal with the problems of war economics. Ordinarily, a 
book as biased and superficial as this would not merit the attention given it 
here. However, since it is one of the few works in this field to come from 
the pen of an Italian economist and, among them, perhaps the only one 
with any kind of systematic exposition of totalitarian war economics, it may 
be of interest to analyze it in some detail. 

The reader who goes to this volume for any scientific or theoretical justifi- 
cation of totalitarian economics will surely be disappointed. Fontana Russo’s 
approach is descriptive, factual, and always political, that is, fascistic. He 
faithfully raises the political issues dear to all nazi and fascist mouthpieces. 
His Foreword, to cite just one example, is couched in the usual terms and 
contrasts the “blind materialism” of Great Britain and the United States 
with the “idealistn” of poor countries “compelled” to struggle for their 
independence by fighting against the barbaric menace. The main body of the 
book continues in this vein. 

Chapter 1 is devoted to the economic bases of war and expounds the 
well-known nazi theory of “living space.” It presents a weak plea for 
economic self-sufficiency, justified mainly for political and military reasons. 
Next, Professor Fontana Russo deals with the diminishing importance of 
golc in modern warfare and in international trade. European countries, he 
points out, are able to counteract the pressure of economic blocs and they 
may usefully resort to economic penetration in important but weak countries, 
particularly the Balkans. 

In the chapter examining relations between Europe and the United States, 
the author repeats the usual commonplaces of nazi propaganda and under- 
‘cores the adverse effect this war will have on international trade. Chapters 
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1943 
following this one contain some general description of the monetary agree. 
ments in force between England and France (until France collapsed) anj 
within the Axis, and of the monetary and banking organization of occupied 
European countries, 


any co 
always 
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Finally, in the last section of the work, there is an exposition of the nazi ; . " 
theory of economic space—Grossraum—which is supported as a more com- land, . 
plete and advanced formulation than that of Lebensraum, or living space. ome 
In the author’s view, Italy in a nazi New Order not only would dominate Me 
the Balkans and most of the Near East but would also have recognized fm 
“economic interests” in former Czechoslovakia and Hungary. — 

As for post-war reconstruction, the author is forced to admit that even a want | 
nazified Europe would need the help of foreign capital (p. 299) but he is, oe 
of course, quite prejudiced against many of its possible sources. ae 

This brief résumé should serve to indicate that Fontana Russo’s book — 

sclentil 
makes no effort to present a theoretical analysis of war economics; nor does 
it even make a contribution in the direction of a satisfactory factual description ‘ 

of Italian economic experience in this war. Outside of the plea for seli- 
sufficiency, for instance, nothing is said about Italy’s economic war potential 
or the economic mobilization of the country. While the title of the book Germa 
would lead one to expect a survey of the financial means of warfare used, Be 
as well as of the economic controls put into action (allocations, price control, (D 
rationing, and so forth), all this is largely ignored. The few references to ee 
these vital problems are both false and misleading. with a 

For instance, Fontana Russo boasts that, despite the absence of a gold for its 
reserve, the value of Italian money has remained stable (p. 74), that is to say, shich 
that Italian prices have not changed (pp. 256-57). Yet neutral observers Charle 
were pointing out, even before Italy entered the European war, that inflation out th 
was well under way there, and that every attempt of the Italian government The 
to close the inflationary gap had failed. Throughout the war, moreover, the throug 
fascist government has continually resorted to inflationary means of wart of the: 
finance—-increasing both the money circulated and the amount of credit avail Berktin 
able to war industries. With the black market prospering beyond any contrdl, minor 
and the cost of living continuously rising, Italian readers will no doubt fee! of wes 
the mockery of this as well as other points in the book. tion to 

There are some striking omissions. For instance; in one of his discussions 0! at the 
the Axis struggle against inflation, Fontana Russo first describes in very The 
flattering terms the German price policy and gives some comparative figures put thi 
on the relative changes in the cost of living from 1935 to 1941 in the United for pe 
States, England, and Germany, emphasizing (p. 43) the effectiveness of naz ia 
price control. Evidence of the success of the corresponding Italian system ments 
is, however, not forthcoming. In fact, data for Italy, on this as well as other manuf 
important subjects, are conspicuous by their absence. and le 

The American reader will be amused to learn from Professor Fontana war iz 
Russo that a great part of British wealth, “maybe most of it,” has definitely upon ( 
been lost through submarine warfare (pp. 118-19); that Russia “collapsed were a 
in 1942 under nazi pressure in little more than three months (p. 192); that their j 
nazi-fascist economic penetration in the Balkans has taken place “without manuf, 
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any concealed aim, to work peacefully, with a fair distribution of benefits . . . 
alwavs negotiating as between equals, without any overweening superior air, 
nor transparent aims of subjection” (p. 152). 

In all fairness to the really responsible Italian economists still in their native 
land. it should be pointed out that the picture of fascist Italy at war as pre- 
nated by Dr. Fontana Russo is at variance with their contributions on this 
subiect. A recent symposium by leading Italian economists expresses clear 
criticism of totalitarian economic policies and theories. This criticism may 
explain why the fascist government suppressed only a few months ago the 
oldest and most authoritative Italian economic magazine, J/ Giornale degli 
Economisti, which thus shared the fate of another once glorious Italian journal, 
lo Riforma Sociale. It strikingly demonstrates that leading Italian economists, 
unlike Fontana Russo, are still devoted to the cause of objective research and 
scientific freedom. 

GreorcE A. TESORO 

American University 


Germany's Master Plan: The Story of Industrial Offensive. By JosrePpu 
BorKIN and CHARLES A. WEtsH. Introduction by THuRMAN ARNOLD. . 
(New York: Duell, Sloan and Pearce. 1943. Pp. xviii, 329. $2.50.) 


A writing event of uncommon importance has taken place. A work dealing 
with a problem of economic policy has become a best seller and ‘the rights 
for its movie production have been sold. This is the doubly rare distinction 
which has come to Germany’s Master Plan, the work of Joseph Borkin and 
Charles A. Welsh. These results have not been accomplished, however, with- 
out the generous exercise of dramatic license. 

The public has become familiar with the conventional operations of cartels 
through the activities of the Department of Justice in recent years. The story 
of these cartels has been one primarily of commercial motivation. Messrs. 
Borkin and Welsh have not been content, however, with discovering these 
minor machinations. In Germany’s Master Plan, they have uncovered a plot 
of vastly greater proportions, a design under German governmental direc- 
tion to suppress the critical war industries of potential enemy countries and, 
at the same time, to prepare Germany for war. 

The strategy, as they see it, was to restrict manufacturing capacity and out- 
put through cartel agreements. The tactics were an appeal to the opportunity 
for personal profits and the threat of paralyzing German competition. By 
‘hese means, leading American concerns were persuaded to enter into agree- 
ments with the German cartels that, in most instances, restricted American 
manufacture to our own markets, or set even smaller limits for our output, 
and left the remaining world markets for Germany. As a result, German 
var industries were strengthened and other nations became dependent 
upon Germany for their supplies of important war materials. The Germans 
vere able to do this, the authors of Germany’s Master Plan hold, because 
their industrial concerns were more active than our own in developing new 
manufacturing processes and techniques, and because their business leaders 
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had a greater concern for national interests and a better understanding oj fam =" 
the implications of the restrictive agreements. the se 
Germany’s Master Plan draws a sharp portrait of complicity between the of exa 
German government and German industry as a prelude to military conquest, —_ 
The outstanding industrial cartels of the world are described as products Mm Ger 
of German organization, and as subservient to the military objectives of the degree 
German government. The industrial leaders of other nations, primarily te fae °° 
Americans, who entered into agreements with the German cartels are pictured — 
as unwitting conspirators. The shortages in matériel which we experienced in iolow 
the early years of the war are attributed in many instances to cartel restric. : 
tions, and the criticism of cartels is confined largely to these military terms : 
There is some recognition of the important réle which shortages of basic sig 
raw materials and remoteness from natural sources of supply played in stimv- sign ; 
lating Germany to develop synthetic and substitute products. But the a 
purpose of these developments and the high degree of national self-sufficiency ae OO’ 
which resulted are said to be essentially a plot for German military and po- — 
litical domination. om, 
The individual chapters portray the growth of a number of Germany’ anes 
major industries and their relations with competitors in the outside world. — 
While the materials which these industries produce are as useful for peacetime ‘i ry 
purposes as for war, the entire development is presented as a military a 
maneuver. The conclusions, however, are found as often in the tone of ex the co 
pression and in the uninterpreted sequences of events which are cited as ina +a 
clear showing of causation. linked 
The result is the cumulation of an astonishing case of guilt against the compa 
cartels. We find (p. 13) that ‘Wherever there was a cartel before, in 194? carte 
there was a military shortage” in the United States, although there is no the Tic 
showing that by any means all of our shortages were in the cartelized indus- relief o 
tries. The desperate plight of MacArthur’s men on Bataan is attributed The 
partially to the lack of quinine, with the implication that this speciic 
shortage was the fault of some cartel (p. 13). The effects of Axis victories one 
on the control of strategic war materials are described (p. 15), apparently 
to create the impression that these victories were all the result of cartel con- 1) T 
spiracies. The loss of Pearl Harbor, of Singapore and of the Dutch Fai ay 
Indies is linked somehow with the “pettifogging behavior of the cartel” (p. apply 
202). it is sti 
Since cartel-making has not been exclusively a German occupation, 10! oh 
all cartels German-dominated, a long step must be taken to demonstrate thee 
that cartel restrictions have always worked in favor not only of Germat ite ms 
commercial interests but also of German national interests. The pattern of the of the 
indictment is found early in the book (p. 14): “Not all cartels were com eae 
trolled by German concerns. Yet, because restriction in other countries served “ts b 
the interests of Germany, every Dutch, English, or American monopolist that th 
who signed a contract or instituted a policy limiting his output added to re 
German power.” 
The thesis that the German cartels were subservient to the war aims of the 
government is propounded in many different forms. There are general state 
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ments such as the fact that “German-controlled cartels were at all times 
the servants of German interest” (p. 17), without any clear indication 
of exactly what the German interest was. At one point, it is indicated that 
“German patents in the hands of German industry have been a branch 
of German arms” (p. 22), as though this has not always been true in some 
degree of the respective patents of all countries. The mere fact of the 
development of German industries which later proved useful for war pur- 
poses is presented as evidence of a comprehensive plan for war. For example, 
following a long discussion of the development of I. G., it is stated that 

its drive for world-rationalization of the industries in which it was 
interested fitted neatly into the new schemes of world-domination nursed by 
German militarism” (p. 35). A neat fit is not, however, always evidence of de- 
sien. Nor is the “. . . utility of I. G. to the rebirth of German military prow- 
es” (p. 43) an indication that the development of this cartel was guided 
primarily by military objectives. “Whatever Germany needed, and modern 
science could make, I. G. obtained for Germany, and tried to keep from 
others,” it is stated (p. 46), the implication being that German needs were 
always considered by the cartel to be the governmentally-determined re- 
quirements for military purposes. 

Following an analysis of the limitations of Germany’s metal reserves 
and the impetus which this shortage gave to the development of plastics, 
the conclusion is drawn that “The needs of the Luftwaffe therefore governed 
the experiments with plastics in German industry” (p. 121). The develop- 
ment of vitamins, of sulpha drugs, and of atabrine (synthetic quinine) is 
linked with the desire to mitigate the effects of possible Allied blockade 
and to enable Germany to regain her lost colonies (p. 45); Germany’s ex- 
periments with the development of synthetic nitrogen, synthetic rubber, and 
the light metals are similarly related to war objectives rather than to the 
relief of limitations in the natural sources of supply for peacetime needs. 

The thesis that the non-German members of cartels were dupes instead 
of co-conspirators is illustrated in the statement that “The softest impeach- 
ment that can be made of those American, British, and French industrialists 
who consorted with German interests is that they knew not what they did” (p. 
17). The authors contend that under other circumstances our war industries, 
even in the synthetic fields in which we have adequate natural sources of 
ely would have been fully developed when the war began. For example, 
itis stated (pp. 35-36) that “The web of contracts in the dyestuffs industry, 
the pharmaceutical industry, the oil industry, the synthetic rubber industry, 
the magnesium industry, and others, all promoted by I. G. with leading Amer- 
ican concerns, affected the military ‘preparedness and economic independence 
of the United States. Even today, they force us to do without materials, 
Processes, and industries which in the normal course of competition would 
have been fully established at the outbreak of the war.” After demonstrating 
that the wood chemical industry of Germany was developed largely because 
of a shortage of alternative basic resources, American enterprise is criticized 
because of its failure to develop a similar industry, without showing that we 
suffered from a similar lack of basic resources (p. 45). 
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American concerns are called to task for carrying on the kinds of activities The 
which are found praiseworthy in the case of the Germans, and there is at times once a 
a nice distortion of commonly used terms. DuPont is accused of believing result | 

. far too much in normalcy as the principle of good business” (p, 80), the pr 
and normalcy apparently consists of output restriction, price fixing, and cartel I Oustriz 
agreements. On the other hand, German participation in cartels is lauded as ment | 
an effort to “divide and rule” world markets (p. 311). It is true tha clude | 
markets are divided under cartel agreements but not at all in the same sens situatic 
as this term is used in describing political conspiracies, and it is certainly not may lu 
true that all the markets which were divided were ruled by the Germans. of cart 

The least convincing demonstration of German control is in the chapter facture 
on magnesium. The primary agreements which were involved were between intellig 


I. G. and the Aluminum Corporation of America, whereas the Dow Chemical plicatic 
Company has been the primary American producer of magnesium. The cnly greatly 
two direct references to restrictions over American magnesium production are on the 
at page 228, where it is stated that Dow did not produce more than was portan 
permitted under I. G.’s agreement with Alcoa, and at page 232, where it is Too 
said that I. G. was permitted to veto any expansion by Alcoa. There is no trade a 
clear showing, however, that Dow was directly restricted in its production of in Ger 
magnesium. Reference to the heavy purchases of Dow’s output by I. . is MY" 


presented as evidence of Dow’s inability to accept non-German busines, im “° 5°’ 
whereas in other cases the authors interpret purchases from German cartel a 
members as strengthening German industries. Germa 
In building their case against I. G., the authors play on the common my 
opposition to enterprises of large size to develop a sentiment against all o/ ship, t 
its doings. The exaggeration to which they resort is shown in the indictment the pu 
that I. G.’s “. . . functions are as unlimited as the scientific application ae 
of physics and chemistry to raw materials” (p. 39). The initiative which s 3” the 
commonly accepted as a worthy characteristic of business enterprises is in the _Ttis 
case of I. G. condemned: “. . . its success in opening up new markets tne Ge 
throughout the world and in penetrating the markets of others is in part at- ithe 
tributable to its consistent policy of trying to lead the field. Knowledge, relation 
to I. G., means power” (p. 41). ae 
A final thesis of importance which the authors present is the unpatriotic Uf the | 
conduct of the American members of cartels. While they do not always i beds | 
make it clear whether this conduct was willful or not, they show that the have b 
German participants in cartel agreements were often given veto powels * Br 
over the development of American manufacture and commerce, and in one it: es 
stance the authority to approve the personnel employed in the womgge™m — 
of certain important military supplies (the Bausch and Lomb case, p. 2 “ age 
DuPont is praised for exhibiting “. . . far greater respect for the nation — 
interests of the United States than many of its monopolistic brethren in other why 
industries. To the extent that they were aware of I. G.’s desire to obtail es 
veto powers over various branches of American industry, duPont reacted i ir 
what could be called a patriotic manner” (p. 108). The patriotic motivation i 
ascribed to duPont, however, consists perhaps of a desire to improve it Pra 
industrial and commercial position by securing greater freedom to determine ne fo 
the size and character of its production. | 


= 
1 


1943] BOOK REVIEWS 441 


The major weakness of Germany’s Master Plan lies in the fact that it at 
once ascribes too much and too little to the operations of cartels, with the 
result that the remedies which it suggests or implies fall far short of meeting 
the problems which it raises. The implication that the degree of German in- 
dustrial domination would have been greatly different if the German govern- 
ment had not actively sponsored the cartel movement may lead one to con- 
clude that a change in this phase of governmental policy would remedy the 
situation. Second, the emphasis on the German activities in organizing cartels 
mav lull one into confidence that, through curbing the Germans, the dangers 
of cartel organization can be removed. Third, the notion that American manu- 
facturers could and would have acted differently merely on the basis of their 
intelligence and patriotic responsibilities if they had understood the full im- 
plications of the German plan, or if there had been competition among them, 
sreatly oversimplifies the problem of war preparedness. Finally, the emphasis 
on the relation of cartels to war may divert attention from the equally im- 
portant dangers of peacetime restrictions. 

Too little attention is given to the legality of conspiracies in restraint of 
trade as an explanation of the predominance of the cartel form of organization 
in German industry. Competition will not always survive naturally; its preser- 
vation, as we have learned, often requires active measures of enforcement by 
the governmnt. Wherever individuals have been left free to unite for the pur- 
poses of controlling industry and commerce—as has been true, for example, in 
Germany and in Great Britain—centralized control has become a tradition in 
many industries. These developments have not required governmental sponsor- 
ship, though they have often led to governmental controls for the protection of 
the public interest. The relationships which have thus grown up between 
governments and cartels have not, however, involved the active participation 
of the government in ordinary business operations. 

It is easy to be misled by the fact that, when the plans for war became clear, 
the German government undertook a heavy program of procurement for mili- 
lary purposes. These activities involved the government naturally in close 
relationships with the cartels which were its primary source of supply, and the 
consequences were, of course, a spur to the development of war industries. But 
if the pattern of demands had been different, if there had been only peacetime 
needs to be served, the factors which gave rise to the German cartels would 
have been equally as strong. 

A great many of the developments which are described in Germany’s Master 
Plan can be explained on the basis of private motivation. The production of 
‘ynthetic and substitute materials in which Germany achieved such a position 
oi dominance was a more profitable form of enterprise in Germany than in the 
United States, because of their less abundant supplies of the natural products. 
The various agreements for the control of manufacturing capacity, output and 
sales, which were arranged by German cartels with the industrial leaders of 
oluer countries, represented at least in some degree a commercial maneuver to 
extend and protect their markets against competition. 

Moreover, there is evidence that, in the period preceding the war and even 
after hostilities began, the German cartel leaders in many instances resisted 
and for a time openly violated governmental requests in order to protect their 
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business interests. And while, because of governmental restrictions, the Ge. 
man parties to cartel agreements cften withheld the disclosure of information 
which had been provided for, after the outbreak of war they released American 
manufacturers from certain of the restrictions to which they had been boung 
as a means of preserving their own market channels for post-war development, 
Although these arrangements were designed in some instances to provide a 
source of income for the German government, they were not always approved 
by the government; nor did the cartels confine their arrangements to thos 
which were governmentally sanctioned. 

Not all cartels have been organized by Germans, nor have the non-German 
members of cartels always been ignorant and submissive participants. Ther 
are many international restrictions over manufacture and commerce which 
were initiated and dominated by American concerns. Moreover, the American 
parties to cartel agreements commonly insisted upon complete freedom to 
supply the demands of their government, with the privilege of holding secret 
the character and size of those demands. The most plausible evidence of con- 
formance with enemy objectives is found in those cases in which American 
producers conspired with German concerns to break the British blockade, and 
agreed to supply the customers of those concerns and to restore the exclusive 
territories of the Germans at the close of the war. While there are undoubtedly 
many instances in which these activities were carried on by American concerms 
which were clearly disloyal to our national interests, these same policies are 
often evidence merely of a desire on the part of the American enterprises to 
exploit temporarily the markets which had previously been blocked under 
restrictive agreements with their German competitors. The German requests 
that their former customers be supplied were not always met, nor were sales 
always confined to the agents designated by the Germans. The willingness of 
the American concerns to withdraw from these markets at the close of the war 
indicates in many instances merely their judgment either that it would be 
unprofitable to compete with the Germans, or that it would be profitable to 
resume the pre-war exchange of information and patent rights and the division 
of markets which existed at that time. There has been a high degree of ob 
servance of our own Proclaimed List, which is designed to prevent sales to con- 
cerns which might transfer supplies to the enemy or employ their income to 
assist him. 

There can be no doubt that the total supply of certain products and the 
facilities for their production were restricted under cartel agreements. It is not 
equally clear, however, that the volume of American production would have 
been greater in every instance under free competition. The great demands ‘or 
these products in Germany, and the technical precedence and priority which 
the Germans enjoyed in many cases, gave them a large home market and at 
advantage in exploiting foreign markets. The tradition of joint action, which 
is common among cartel members, may have led the Germans to accept mutual 
restrictions over sales in markets they could have won on a competitive basis 
Moreover, through cartel agreements American concerns did acquire certain 0! 
the benefits of German technical knowledge which they might have beet 
unable to secure otherwise. 
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It is difficult to know how the conduct of American concerns could in many 
instances have been greatly modified by a sense of patriotic responsibility. 
These responsibilities cannot be translated readily into specific industrial and 
commercial programs without governmental direction in some form. So long as 
production is in private hands, reliance must be placed on private motivation 
and on direct control of the channels through which private motives express 
themselves. Even a full understanding that the German cartels were sponsored 
by the German government would not have altered commercial incentives. It 
cannot be expected that private entrepreneurs will provide supplies against 
demands which do not exist or are not in clear prospect. Those who might have 
had scruples against selling to a potential enemy could easily enough have 
been deceived through indirect purchases. The superiority of the Germans lay 
primarily in their preparedness for war. In carrying out these plans they 
created the necessary business incentives for their own and other industries. 
The industrial leaders of foreign nations could have had no basis for rejecting 
these demands in the absence of specific instructions from their governments or 
alternative demands for these supplies. This is the inevitable disability of a 
defensively-minded nation. The country which chooses the time and place of 
war can always adapt its industries more effectively for war purposes, and 
preempt the necessary supplies from other sources. Any compromise with the 
objectives of peace is certain to weaken a nation’s war potential. 

The primary case against the cartels lies in their efforts to suppress enter- 
prise and initiative generally in the interest of enhancing private profits and 
irrespective of the nature of production. The disadvantages which the public 
suffers under restrictions of this character far outweigh the incidental benefits 
which may result from the exchange of technical information and from the 
protection of war industries against foreign competition. With this major 
problem, Germany’s Master Plan deals only incidentally. 

Victor ABRAMSON 

Washington, D.C. 


Corporate Concentration and Public Policy. By H. L. Purpy, M. L. LinpAHL 
and W. A. Carter. (New York: Prentice-Hall, 1942. Pp. xiii, 650. $4.25.) 
The materials offered by the traditional texts under the title “Trusts and 
Corporations” are here presented in modern garb. This book goes far toward 
satisfying the need for the rewriting of the collegiate textbooks in this field to 
present the issues as viewed by a new generation of economists, to outline the 
recent departures of public policy, and to include the results of an extensive 
monographic literature which has appeared in the last decade. 
The emphasis throughout the book is upon the processes of “economic 
individualism” or “capitalism” in America and upon the public policies with 
espect to monopoly and monopolistic competition which have been designed 
‘0 implement it. No consideration is given to the experience of other countries. 
The book is written lucidly and with judicious balance. As indicated in the 
Preface, “No original or revolutionary doctrines with respect to economic theory 
ot public policy are advocated. . . . No ready answers have been found to the 
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problem of fashioning implements that will assure the maintenance of th: 
system of competitive individualism.” However, it is the conviction of the 
authors “that the system has merits that are much to be desired and that our 
efforts should be directed to its preservation and betterment.” 

The Introduction outlines the planning mechanism of capitalism and the 
achievements and shortcomings of economic individualism in America, Em. 
phasis is given to the functions of competition in allocating economic resources 
and stimulating efficient production. 

Part I is devoted to the corporation and its control. It includes a brief 
history of the development of the corporation in America, a summary of the 
character of ownership and control in the 200 largest non-financial corpon- 
tions, a discussion of the nature and significance of minority and management 
control and of the holding company, and finally two chapters devoted to the 
S.E.C, The authors point out that the problem of protecting the minority 
against the arbitrary action of the majority has been superseded by the prob- 
lem of protecting the widely scattered majority against minority or manage. 
ment groups. They recognize that, as things are today, the stockholders, en- 
ployees and other groups must depend in large part upon the acceptance by 
management of a trusteeship of the many interests involved. 

What effect does such a concept have upon the working of the profit motive 
and upon the allocation of economic resources? What are the political implica- 
tions of an increasing professionalization of management which is becoming 
progressively separated from the owners and increasingly subjected to the 
pressures of other groups, including labor and the government? These are 
questions which a survey of the modern corporation bring to the fore, but 
which the authors do not discuss. They conclude, however, that whatever the 
type of corporate control, the reconciliation of these varied interests is at best 
a delicate task concerning the equitableness of which there will be widely 
divergent opinions. Consequently, they urge that legal protections are neces 
sary in addition to those offered by privately initiated suits. Review of the 
activities of the S.E.C., however, leads to the conclusion that, except in the 
area of public utility holding companies, these controls do not attempt 
solve “the basic social problems created by business concentration.” The 
authors make the significant remark that “The principle contained in the 
legislation is still that of ownership control” (p. 174). The significant fact o! 
the modern large corporation, however, is that the owners do not, will not, and 
can not exercise significant control. The legislation of the thirties is only 8 
response to the problem as it was visualized in the first decade of the century. 

Part II—Industrial Monopoly—consists of a series of case studies 
monopoly in American industry and a chapter summarizing the available 
empirical materials on the relative efficiencies and profitabilities of large and 
small scale operations. The case studies include tobacco, aluminum, shoes and 
shoe machinery, oil, ethyl gasoline, farm machinery, and cash registers. Un- 
fortunately, no adequate presentation is given of the determinants 0! the 
optimum size of the firm, such, for example, as might be suggested by the 
writings of E. A. G. Robinson and P. S. Florence. However, the authors cei 
clude that monopoly offers no production gains to offset the injury resulting 
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‘om malallocation of resources, accentuation of an already excessively un- 
equal distribution of income, and intensification of depression and prosperity. 
They apparently believe that, because of the burden of the cost of excessive 
capital, a monopoly formed by the combination of former competitors will 
restrict output less than if the monopoly position were achieved by driving 
competitors out of the field. As a matter of fact, the rate of output is a func- 
tion of the variable costs. If it can be assumed that these capital charges are 
ixed, i.¢., that their aggregate remains constant despite variations in the rate 
of output, the method by which monopoly position is acquired will not affect 
the output. 

Part [1i—Public Regulation of Monopoly and Competitive Practices—is 
devoted to a review of the Sherman act and its predecessors, the trade practice 
legislation of 1914, and the activities of the Federal Trade Commission. It is 
evident that the authors believe that the courts have taken a narrow and un- 
realistic view and have failed to develop any consistent and logical criteria of 
monopoly and restraint of trade. Although the standards applied by the courts 
are indeed inadequate, the reviewer believes that the decisions since 1911 show 
reasonably consistent and logical criteria of monopoly and restraint of trade 
as applied to large firms in terms of the exclusion of competitors either by con- 
trol of limited resources, as in the railroad cases, or by exclusive and preda- 
tory practices as in the industrial cases. 

Part [V—Oligopoly and Industrial Codperation—consists of a series of case 
studies of oligopolistic markets, a discussion of industrial codperation in such 
markets, and a summary of public policy with reference to the codperative 
practices which have characterized these markets. The case studies include 
iron and steel, meat, glass containers, sugar, milk, anthracite coal, and sulphur. 
The authors make it clear that collusion and codperation are rampant today 
ina majority of large industries and many small. To generalize about its effects 
is dangerous. ““The strength of association, the motives of sellers, and the 
position of individual firms vary so much in the specific instances that any 
theory of industrial codperation would be inapplicable or only partially ap- 
plicable to some of the cases it attempted to describe” (p. 571). In the indus- 
ries surveyed, profits of the large firms approached those of monopoly and 
profits of the small firms were markedly above the competitive level. 

The Conclusion consists of two chapters concerning possible public policies 
to deal with the problem of corporate concentration. The authors contend 
rightly that “the present system, which has become largely a lack of system, 
snot going to remain unchanged” (p. 609). The broad alternatives are (1) 
‘ne reconstruction of competitive individualism, (2) the replacement of private 
planning with social planning, and (3) allowing unchecked power to remain 
in the hands of whatever interests can seize it. The latter two alternatives are 
rejected without much analysis. The authors’ preference is to restore com- 
petitive controls wherever this is possible and to resort to a public utility type 
‘! control or government operation in those areas where the restoration of 
competition is not feasible. 

The proposed agenda for the restoration of the competitive system is long. 
The authors urge a continuing study of the leading industries, preferably by 
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1943] 
the Economic Division of the Federal Trade Commission, expanded and re. ad 

vitalized; federal incorporation of all interstate corporations to insure simpler the ti 
and more rigidly supervised charter provisions; flexible limitation of the size ment 
of corporations under the administrative supervision of the Federal Trade Per 
Commission, the limit being the volume of business for the individual firm conif 
which is compatible with thoroughgoing competition; repeal of the Miller. aarth 
Tydings act and the Webb-Pomerene act as tending substantially to lessen se 
competition. The Sherman act must be clarified by legislation to remove “both probl 
intent and abuse of power from the criteria used to establish illegality” and to preda 
direct the act “against combinations when their development makes the Op- of the 
eration of effective competition impossible.” Section 7 of the Clayton act profit 
should be amended to prevent the acquisition of the assets of competing cor- parts: 
porations except under narrowly specified circumstances. There should be an fined | 
outright prohibition of the basing-point and zone price systems. Initerstate is wel 
trade associations should be required to register and give regular and full liferat 
account of their activities to the Federal Trade Commission. The activities of It ii 
the Federal Trade Commission and the Antitrust Division of the Department eration 
of Justice should be merged and sole responsibility assigned preferably to the veners 
Federal Trade Commission. The patent law should be revised to make all were I 
future patents available for use by any person or organization who wishes to lar, pr 
use them upon payment of a fair price for the privilege. Protection under the imore 
patent laws should under no circumstances extend for more than twenty years 
after the date of initial filing. In order to prevent the abuse of threats of suits Val 
for infringement of patent rights, the holder of the patent should be forbidden 
to direct an infringement suit against a licensee under a conflicting patent 
right until he has secured a judgment against the holder of the conflicting 
right. Tariffs and state trade barriers which foster and protect monopolies 
should be removed. 

Unfortunately the authors make the case for competitive individualism The EF 
somewhat simpler on both theoretical and practical grounds than appears D 
warranted. It is generally recognized today that we cannot catalogue industries “Aq 
in two or three simple types. There are a wide range of industries extending anne 
from those with strong monopoly powers to those operating under something tionall: 
close to pure competition. The authors plead for a workable or effective com nent fa 
petition. But how perfect and how pure must competition be to be acceptable’ rer 
What standards are we to use? Should we consider the elasticity of demand <a 
for the individual firm or the optimum scale of the firm? These are not readily aie 
ascertainable. Shall we use economic results as a test? Then the door is closed With 
when the horse is gone. Shall we use some arbitrary rule of thumb or rely upo2 the ass 
a high degree of deduction from the available facts? These are not likely to be Busine: 
sufficiently convincing methods to attract the support of the business com lection 
munity, Congress, the public, or the courts. These are only some of the prob- iseneie 
lems which we face in restoring the competitive system. (p. 4), 

Moreover, how beneficent is competition? There have been serious charges and ske 
leveled against competition in industry and in agriculture alike. We canine" of adve 
dodge the fact that some of our most competitive industries are among those value ¢ 
of which we can be least proud. It is unfortunate that the authors did 00° 
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include a section on competitive industries, complete with case studies. While 
the title of their book would appear to preclude this, the logic of their argu- 
ment demands it. 

Perhaps the greatest merit of the book is the emphasis placed upon the 
significance of monopoly and competition in influencing the efficiency of pro- 
duction and the allocation of economic resources. The significance of allocation 
was never a dominant note in the traditional American texts on the monopoly 
problem. The emphasis of most of the American literature has been upon the 
predatory practices, the milking of the investors, the flamboyant machinations 
of the investment bankers and speculators, and the exorbitant monopoly 
profits. Until recently the repercussions of monopoly in one area upon other 
parts of the economy and upon the allocation of resources were mysteries con- 
fned to the theoretical treatises. The change of emphasis in the present volume 
is welcome. The problem is presented in the simplest terms without any pro- 
liferation of the refinements of the theory of economic welfare. 

It is interesting to speculate upon what the effect will be of training a gen- 
eration of students upon such an analysis of the monopoly problem. Previous 
generations schooled in a more superficial but highly entertaining analysis 
were not moved to much action. Will a more penetrating, though less spectacu- 
lar, presentation carry more conviction? Or shall we continue, as in the past, to 
imore the economics of monopoly and concentrate on its morals? 

J. P. MILLER 


Yale University 


Marketing; Domestic Trade 


The Economic Effects of Advertising. By Net H. Borpen. (Chicago: Richard 
D. Irwin. 1942. Pp. xl, 988. $5.00.) 

“Advertising is under fire.” Professor Borden valiantly assumes the réle of 
fireman. With an avalanche of cold facts he would quench the flame of emo- 
tionally generated criticism. He has succeeded admirably in assembling perti- 
nent factual data and in collecting new information bearing on the controver- 
‘ial subject of advertising’s place in the economic sun. He has prepared a 
monumental work which will stand for many years as the authoritative work 
on advertising. Nevertheless he has probably not put out the fire. 

With the aid of a grant of $30,000 from Mrs. Alfred W. Erickson and with 
the assistance of an able advisory committee of the faculty of the Harvard 
Business School, Professor Borden has directed his researches toward the col- 
ection and analysis of “evidence that will furnish at least tentative or partial 
answers to the issues raised by the opponents and proponents of advertising” 
‘P. 4). His plan is, as he says, simple. He starts out by defining advertising 
and sketching in the historical background, the economic importance, the use 
of advertising in the business world, and the economic effects as indicated by 
Value theory in Part I (6 chapters). He devotes ten chapters to the relation 
etween advertising and demand, three chapters to cost, two chapters each to 
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prices, consumption, the effect of advertising on national income, and ethical 
considerations. The book uniquely offers two comprehensive summaries, on» 
by the advisory committee in the front of the book and one, the final chapter, 
by the author. 

The method followed by Professor Borden is to state the theory, the criti. 
cism, or the problem to be explored in each chapter, to marshal the evidence 
and to summarize the significance of the data. Despite a wealth of intriguing 
case and statistical material, the presentation makes tedious reading, largely 
because of excessive repetition. Thus data from the same studies are discusse/ 
under the demand chapter, and again in the cost and price chapters. Such ; 
minor criticism should not deter the reader who is interested in advertising, for 
this book is the outstanding contribution to advertising literature made in 
recent years. 

The emphasis throughout the work is found in the underlying assumption: 
set forth in the first chapter, that advertising is looked at as part of “the frame. 
work of a free, capitalistic society,” and that “in a free society the primary 
objective of economic activity . . . is assumed to be the happiness and welfare 
of the individual” (pp. 6, 7). 

In Part I the chapters on the utilization of advertising by business are 
particularly enlightening. Based upon his intimate knowledge of advertising 
practice, Professor Borden, rightly to my mind, emphasizes the practical limi- 
tations under which advertising operates. Business and the use of advertising 
in business are not “exact sciences.” Moreover, many business men fail “fully 
to use the techniques [of scientific management] which are available” (p. 
120). The author adds, however, that “The waste in advertising due to human 
incompetence is probably no greater than in other phases of business adminis- 
tration” (p. 121). 

The concluding chapter in Part I deals with the economic effects oi 
advertising as indicated by value theory. I agree with the author that this 
chapter “is not meant for economists whose interests lie in refinements 0! 
economic theory.” The period might be placed after “economists.” Rather 
Professor Borden attempts “to provide an interpretation for the layma 
in order that he may understand the assumptions underlying the theories 0! 
pure competition and of pure monopoly and appreciate how the introduction 
of facts regarding aggressive selling has clarified the economic question 
regarding advertising and aggressive selling.” Despite a noble effort he bas 
in my opinion failed to provide a translation understandable to the laymat. 
It is very doubtful that anyone could do that job in a single chapter. I there 
fore feel that the chapter adds but little to the study, although the conclu¢ 
ing section contains a concise summary of Keynesian theory and its implice 
tions for advertising which is admirable. 

Chapter VII, “Problems Involved in Demand Measurement,” is an & 
cellent introduction to Part II. Stressing the complexities of measuring de- 
mand trends, Professor Borden emphasizes and illustrates the fact that at: 
vertising is only one of many forces at work and that social changes " 
consumer attitudes and living habits are more significant causes of deman 
shifts than advertising. This chapter is followed by factual studies 0! the 
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effect of advertising on the demand for cigarettes and other tobacco products, 
swar, dentrifices, domestic sheeting, oranges, walnuts, lettuce, shoes, and 
mechanical refrigerators. A final chapter in Part II summarizes the evidence 
under the headings of the effect of advertising on general demand, on selective 
demand (the demand for the product of particular companies), on elasticity 
of demand in general, and for individual producers. He concludes in his sum- 
mary that “basic trends of demand for products are determined primarily 
by underlying social and environmental conditions” which may be speeded 
up or retarded somewhat by advertising. For specific producers “advertising 
can and does increase the demand . . . but the extent to which it does so 
varies widely” (p. 844). 

On the question of elasticity of demand his conclusions appear to be 
that advertising may change the elasticity for some classes of products, citing 
as an example the increase of sales of mechanical refrigerators over a period 
of years during which prices dropped (p. 437). Again he believes that adver- 
tising may contribute to temporary inelasticity for individual brands although 
sooner or later price competition comes into play. I have some doubts abovt 
the theoretical validity of his first point. Is it possible to measure changes in 
elasticity of demand by the method of comparing sales and average price 
over a period of years? The concept of elasticity assumes that varying quan- 
tities would be taken by buyers at a given time and in a given market 
at various assumed prices, At another time or in another market the elasticity 
might be different. I doubt if statistics showing substantial increases in sales 
over a period of time during which average prices successively fell can be 
taken as evidence of increased elasticity. 

There appears to be more validity to Professor Borden’s assumption that 
advertising may contribute to inelasticity of demand for particular brands 
since he produces evidence to show that buyers frequently are willing to pay 
a higher price at a given time in the same market for advertised brands than 
for unidentified brands of the same products. 

Part III includes two chapters dealing with advertising and marketing 
costs and a third treating manufactures’ production costs. Because of the 
wide variation in distribution practices, scale of operations, and degree of 
integration, to say nothing of the inadequacy of factual data, he found it 
impossible to determine whether or not advertising has increased total mar- 
keting costs. Similarly, in his chapter on production costs, he found it impossible 
to make definite conclusions. The very fact that business records are not kept 
in such a way as to permit an easy segregation of cost data highlights the 
limitations on the statistical approach to these problems. 

Economists will find the chapters on prices and pricing practice (Part IV) 
filled with a wealth of data, much of it new, on the relation of advertising 
to prices. Two basic considerations were taken as guides to social judgments 
on prices: (1) “the consumer should have freedom of choice among a wide 
range of merchandise”; and (2) “there should be adequate checks in the 
economic system to prevent these advertising and aggressive selling costs 
irom becoming unduly large” (p. 529). 

After examining the evidence on a dozen or more commodities, and com- 
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paring price policies of advertisers and private brand distributors, Professo; 
Borden finds a high degree of competition even though the pattern varie 
widely and “has been far from that idealized under the theory of pure compe. 
tition.” He adds that “even in those industries in which competition has been 
directed in a large degree to non-price forms, a tendency toward price com. 
petition has been strong” (p. 602). By no means should this be taken as 
white-washing of business pricing policy. The author points out that “a tre. 
mendous increase in volume can be realized sometimes through price é. 
creases,’ and chides business men for failure to take full advantage of such 
possibilities. 

Part V deals with the frequent criticism that advertising has been re. 
sponsible for many minor valueless differentiations in products. The author 
raises the question of valueless or minor in whose opinion. His answer js 
that the determination of whether or not a product or changes in a product 
“is worth while rests upon consumer decisions” in a free economy. The fact 
that advertising has contributed to “the remarkable range of products now 
available to consumers” (p. 639) as well as to much differentiation js 
held by the author as evidence that advertising has contributed to consumer 
well-being. ““‘New wants have been filled; old wants have been better met.” 

He meets the criticism that advertising is a poor guide to consumption 
by admitting and explaining its shortcomings and by stressing the need for 
additional sources of consumer information. Indeed, he urges business men 
to meet this need. However, advertising does provide guidance even though 
biased. Consumers moreover are shown by the author’s survey to appreciate 
advertising as a buying guide. 

The relation of advertising to national income and to the business cycle 
(Part VI) are ably presented. Advertising has “been a significant force in 
increasing the investment in productive facilities and in advancing the 
technology of production” and “from a long-range point of view...” 
has “played a considerable but undeterminable part in the formation of men- 
tal attitudes necessary for a high level of consumption” (pp. 868-69). Adver- 
tising has usually been used more in good times than in bad, thus accentuating 
—if anything—the force of the business cycle, although individual advertisers 
have used it effectively to counteract cyclical influences. 

The final chapters (Part VII) dealing with the consumers’ appraisal 0! 
advertising and the ethics of advertising should be required reading in al 
courses dealing with the economics of the subject. Based largely upon 4 
new and painstaking survey of consumer attitudes, Chapter XXVI is to my 
mind one of the outstanding contributions of the work. 

Throughout, the book is addressed largely to the business reader. Every: 
one engaged in the advertising business could profit greatly by careful study 
of Professor Borden’s recommendations. The book should be used as col 
lateral reading in every college course dealing with advertising, whether " 
economics, consumption, or marketing. I would not rate it as an adequate 
textbook for a course in advertising, but I would not teach such a course 
without using it as an indispensable auxiliary text. 

NATHANAEL H. ENGLE 


University of Washington 
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Consumers and the Market. By Marcaret G. Rep. 3rd ed. (New York: 
Crofts. 1942. Pp. xvii, 617. $3.85.) 


This third edition of Dr. Reid’s study follows the pattern of its predecessors, 
but with considerable revision which incorporates recent market developments 
and research findings. 

The book belongs definitely in the category which is loosely labeled “con- 
sumer economics.” Consumer economics as such cannot indeed be limited to a 
gecific field; rather it embraces the whole of economic activity and is dis- 
tinguished principally by its insistent point of view. Dr. Reid’s announced 
intention is “to examine the existing market system and the economy which it 
coérdinates from the standpoint of those who, money income in hand, seek 
goods and services to satisfy their many needs” (p. vii). From this examination 
she hopes that there will emerge a “basic point of view” which is “to view the 
functioning of our system as a body of consumers interesied in the efficient use 
of limited services” (p. vi). 

Notwithstanding this breadth of purpose, Dr. Reid succeeds largely in 
avoiding the characteristic pitfall of limitless range over the entire field of 
economic and social policy which besets most writers in the field. She begins 
with a discussion of the wider aspects of consumer choice and ends with a con- 
sideration of competition and control in general terms. Into this frame a de- 
tailed picture of the consumer in the market is fitted. Attention is confined 
largely to “goods commonly sold in retail stores” (p. vi). 

“An efficient consumer-buyer” is defined as “one who gets the goods desired 
at minimum cost to himself, and at the same time does not increase the cost of 
providing them” (p. 90). The consumer-buyer thus has responsibility as well 
as privilege in the market. The cost which must not be increased is the cost of 
distribution, which in the long run will be passed back to the consumer in the 
form of increased prices. To get the desired goods at minimum cost, the con- 
sumer must define his needs with respect both to goods and accessory services; 
and he must study the market in order to learn where and how he may buy at 
minimum expenditure of money and effort. He must patronize the most effi- 
cient distributor who meets his need and, finally, he must neither demand un- 
necessary services nor abuse those, such as credit, delivery, and the privilege 
of returning goods, which are provided. 

Knowledge and discipline on the part of the individual consumer-buyer can, 
however, be effective only within the scope of the existing market structure. 
Thus Dr. Reid is led to a detailed description of the functions, services, con- 
trols, and shortcomings of the existing retail market; and to consideration of 
various proposals for improving the services of the market. In this spirit, she 
examines successively market organization, functions and cost; retailing: 
status, changes, and social policy, including chapters on consumers’ coépera- 
tives and the problems of chain versus independent stores; credit and other 
services; selling; standardization and labeling; and, finally, price setting and 
control. 

The individual sections are complete and carefully drawn outlines of the 
various subjects as they are related to the efficiency of the market in the service 
of the consumer. The author has assembled data from very many sources and 
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has enlivened descriptions of controversial issues with citations from recent as Prin 
well as older literature. Frequently Dr. Reid prefers to cite opinions of other 
without specifically stating her own. It was therefore with relief that this D 
reviewer came to the author’s frank indictment of the “defects” of advertising no t 
‘The seller uses it,” we are told (p. 359), “to create a desire for a product, tp alm 
reduce consumers’ sales resistance, and to make them ready to accept the men 
product when they see it in the market. To this end vulgarity, crudity, mis. tion 
leading information, exploitation of all human weaknesses may be winked a T 
condoned or promoted.” lishe 
The vigor of Dr. Reid’s charge in this instance is the more striking in viey ther 
of the objectivity and reticence which characterize her analysis throughout the of 
book. Indeed, if there is a fault in this respect, it is that the author leans back. ing 
ward in her effort to do justice to the points of view of purveyors. Consumers, cert 
for example, who would “prefer fewer services” are advised to “direct any foct 
annoyance they may feel not against retailers, but at their neighbors” (p. 185), trea 
With respect to the means of combatting the returned goods evil, Dr. Reid's som 
emphasis is distinctly on “better buying practices,” which are to be induced by on § 
acquainting consumers with the costliness of excessive returns (p. 200). The mat 
responsibility of the “aggressive salesman’’ is pointed out, but the greater teri 
responsibility of the store owners and managers whose pressure for sales force the 
salesmen to be “aggressive” is not mentioned. In similar vein, the stricture 7 
quoted above with respect to advertising is carefully qualified with the assur and 
ance that “some advertising does provide useful information and some adver- ters 
tisers are showing considerable interest in providing more” (p. 359). Ch 
The book reveals thorough research and careful though not always elegant por 
workmanship. The author very frequently uses the indefinite expression, “some lem 
people” (“some people feel,” “some people hold’’) to introduce opinions, ac 
thereby leaving the reader in doubt as to the weight or authority of the opinion mal 
cited. Similarly, the author’s conscientious preference for the auxiliary verb poi 
“may” results in a note of uncertainty at many points. Changes, for instance, disc 
“may occur” in consumers’ buying habits and sellers’ selling methods, etc., and lars 
“there may be a change in production” if informative labels are used in retail por 
selling (p. 456). of | 
The essential merit of the book is in no way obscured by its few faults. It i rel: 
a valuable source of information and a unique guidepost in the midst of the tior 
numerous and complex problems of the modern retail market. At present, dev 
scarcity, rationing, and restriction of credit have replaced the surpluses which act 
lay behind many of the abuses described by Dr. Reid. For the moment ou eles 
problems have changed. But the attitudes and market institutions which in the ‘ 
recent past transformed so much of our abundance into waste and “illth” have tion 
not died. When happier days return and college courses in marketing and eco 
salesmanship begin to swell once more, Dr. Reid’s book will contribute to the der 
strength of the “corrective forces” which will be required to keep “the eco 


nomic machine in proper balance.” 
C. W. ErroyMson 
Washington, D.C. 
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Principles of Marketing. By Frep E. Crark and Carrie Patton Crark. 3rd 
ed. (New York: Macmillan. 1942. Pp. xxiv, 828. $4.50.) 

During periods of rapid change in a field as dynamic as that of marketing 
no textbook can claim to be up to date. Some of the material becomes old 
almost as soon as the printer’s ink dries on the paper. Nevertheless, a funda- 
mental revision of a text every decade serves to give the book the reorganiza- 
tion and reorientation that the march of time and of events requires. 

Twenty years have passed since the original edition of this book was pub- 
lished and it is ten years since Professor Clark revised it. During this interim 
there has been a great increase in the number of persons engaged in the study 
of marketing and in the amount of factual material available to them. Market- 
ing methods and technique have been improved and significant changes in 
certain marketing institutions have taken place. This third edition has 
focused attention upon these developments and changes and has underlined a 
treatment of their relative importance. Readers will note the omission of 
some outmoded material and the inclusion of considerable new material 
on such topics as contract chains, both voluntary and codperative, and super- 
markets. This edition contains over one hundred pages more of textual ma- 
terial than the second edition, many new graphs and diagrams to illustrate 
the text, and the pages bristle with new references and footnotes 

The underlying organization of the text, fortunately, remains the same, 
and the functional approach has likewise been retained. The first two chap- 
ters discuss the general nature of marketing and the marketing functions. 
Chapter 3 is a new chapter on selling and assembling, emphasizing the im- 
portance of these two functions of exchange. Chapters 4 to 7 discuss the prob- 
lems, methods, and machinery used in marketing farm products, including 
a chapter on codperative marketing associations. Chapter 8 treats of the 
marketing of raw materials from the buying rather than from the selling 
point of view. In five chapters the marketing of manufactured products is 
discussed. Two chapters are then devoted to retail distribution, including 
large-scale retailing, and a new chapter emphasizing the increasing im- 
portance of the “consumer movement” has been introduced. The remainder 
of the text is given over to discussion of the specific functions and problems 
relating to marketing—transportation and storage, finance, risk, informa- 

tion, standardization, and market prices. Two chapters instead of one are 
devoted to legislation affecting marketing and state control of marketing 
activities. The final chapters are devoted to the cost of marketing and the 
elements of marketing efficiency. 

The effects of the war on marketing have been given only incidental atten- 
tion because “war-time controls are not likely to be exercised in a peace 
economy” (which is by no means certain). However, it is clear that an un- 
derstanding of the basic principles of marketing is essential to “an intelligent 
appraisal of these controls” and to provide a background for the solution 
of many marketing problems that will confront the nation when peace comes. 

Special mention should be made of the chapters on marketing manufactured 
Products which give a fresh approach to marketing business goods and to selec- 

tive selling. The chapter on manufacturer-middleman relations has been im- 
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proved. The growing importance of the “consumer movement” has been recog. 
nized. The discussion of the relation of the state to marketing has been enlarged, 
On the whole, the revision marks a decided improvement of the textbook 
There is’ an excellent bibliography and, in the appendix, there are usefy! 
pedagogical helps. 
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Regulation of Utility Valuation in Pennsylvania. By W. Roy Buckwattm, fe °*2" 
(Philadelphia: Author, Box 168, Temple University. 1942. Pp. 328, and t 
$3.50.) and, 
American economic literature contains relatively few published works of Me” 

a comprehensive nature which deal with public utility regulation within such rs 
a limited geographical area as a state or which are confined to the intensive mes 
examination of particular regulatory problems within such areas. Dr. Buck- ow 
walter’s monograph is an addition to the brief list of such publications and a 
his justification for a work of such restricted and detailed nature lies in his we 
belief that specialized studies such as his may “shed light on the way to “e 
more satisfactory valuation.” 
The main portion of the study starts with the creation of the Pennsylvania x : | 
Public Service Commission by the act of 1913 which empowered the com- oi 
mission to fix the fair value of utility properties in accordance with a list of t fa 
elements of value strongly reminiscent of the language of Smyth v. Ames. whic 
The decisions of the commission, as rendered during the twenty-four year to th 
period until its replacement by the Public Utility Commission in 1937, are Tt 
examined in order to determine the commission’s application of the elements but 
of value, the weights assigned thereto in the valuation process, and the rela- the | 
tionship between the commission’s valuations and those claimed by the utility Supe 
companies on the one hand and the consumer interests on the other. The extent the ; 
to which the Pennsylvania courts accepted or rejected these valuations and ee 
the extent of agreement among the Pennsylvania commission and the com- allov 
missions of other states regarding valuation criteria and procedures are als0 as 
significant parts of the author’s field of examination. and 
Against a background of United States Supreme Court decisions and dicta, Be 
the commission’s application of the various elements of “fair value,” as 4 prot 
group, is first considered and then compared and contrasted with the finding shah 
of the Pennsylvania Superior and Supreme Courts. Then the individual ele sale 
ments are examined seriatim, with a comparison of the commission’s applica- the | 
tion with the views of the two Pennsylvania courts and those of a number T 
of state commissions. This process leads initially to the conclusion that to the al 
Pennsylvania commission fair value was not a rigid concept but a matter 0! — 
judgment involving the consideration of a variable number of factors, tangible by t 


and intangible, and not necessarily requiring an explanation of the determine 
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tion of each or the weighting thereof. Whereas the Superior Court disapproved 
of the commission’s vagueness, it concurred in the opinion that fair value 
determination was a matter of judgment and indeed began to exercise its own 
powers of independent judgment after 1931, when an amendment to the 
Public Service Company Law opened the way. Since very few valuation 
cases reached the Pennsylvania Supreme Court the views of this body tend 
to be relegated to the background throughout. 

During the period of rising prices and even until 1923 the commission’s 
decisions indicated a careful consideration of original cost as an important 
factor, except where the necessary data were unavailable or clearly unreliable. 
Thereafter original cost was deemed less significant than reproduction cost 
because of the increasing weight given to reproduction cost by court decisions 
and because of the belief that post-war prices were becoming relatively stable 
and. hence, a more reasonable basis for the determination of fair value. The 
reproduction cost thus relatively emphasized was seldom forsaken for a cost- 
of-reproducing-the-service basis, and was usually considerably closer to the 
complainants’ reproduction cost estimates than to those of the utility com- 
panies. Five- or ten-year price averages were the bases most favored for such 
estimates prior to 1927. Thereafter, until 1933, spot reproduction cost was 
more acceptable and in the decisions after 1933 the use of the split inventory 
method received increased favor. Accrued depreciation deductible from repro- 
duction cost new was usually fixed by the age-life method, or a combination 
of the inspection and age-life methods. The increased emphasis on reproduction 
cost from the early twenties on was in keeping with the views of the Superior 
Court which evidenced little approval of original cost, on the grounds that 
it failed to reflect rising prices and often compromised with waste, but 
which agreed with the commission that little or no weight should be given 
to the amount of outstanding securities. 

The commission considered going-concern value an element in fair value 
but prior to 1924 did not fix a separate figure for it, merely indicating that 
the fair value fixed included allowance for it. Only after both Superior and 
Supreme Courts had indicated the necessity for a separate determination did 
the commission’s decisions include a separate item but the basis upon which 
it was fixed was seldom revealed. The commission was consistent in its 
allowances for construction overheads and its disallowance of security dis- 
counts and unproven brokerage costs, but its methods of valuing land varied 
and it was inconsistent in regard to the capitalization of leases. 

Believing that “the primary duty of a public service commission is the 
protection of the consumer,” the author concludes that, in view of certain 
obstacles confronting it, the Pennsylvania commission performed its task of 
valuation in creditable fashion. Additional observations upon other phases of 
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* the commission’s regulatory duties are also made. 

the This book represents a prodigious amount of work, for the cases examined 
“of and frequently quoted are multitudinous. Consequently the author is to be 
ble commended for his industry. But the exposition might have been improved 
* by the use of fewer, and yet typical, cases and by the relegation of many of 


the cases and quotations to footnotes, Indeed, for pages at a time, one is left 
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with an impression of having covered a series of brief, disconnected, episodic 
paragraphs which revolve about and are connected with a central subjeq 
but not with each other. Furthermore, the reviewer questions whether any. 
thing significant was added to the work by including chapter 1, “Rate Regula 
tion Prior to 1913,” or chapter 8, “Rate of Return,” inasmuch as neithe 
of these is relevant to the process of valuation of property used and useful in 
the public service. 
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On the other hand, the volume appears to lack a sufficiently critical treg. In 
ment of the criteria of rate-base valuation as a background against which MN the ir 
judge the opinions and findings of the commission. Working capital as a the it 
element in the fixation of the rate base might have received fuller treatment. MMB analy: 
Reference is seldom made to divided decisions and one is left with an impres emphi 
sion of remarkable unanimity among the commissioners. No indication is given HM encou 
of changes in the commission personnel which might account, in part, for shifts with | 
in the trend of commission opinion. But these are minor criticisms when returt 
judged against the magnitude of Dr. Buckwalter’s accomplishment. His resou! 
microscopic examination of utility valuation has provided students of public price: 
utilities with a valuable and useful addition to their literature. while 
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The Economics of Soil Conservation. By ArtTHuR C. Bunce. (Ames: Iowa On 
State College Press. 1942. Pp. xv, 227. $3.00.) of fe 

Professor Bunce’s book is a solid and scholarly contribution to the eco- assun 
nomics of conservation of natural resources. The need for a work of this tivity 
character is indicated in the failure throughout the forty years of the Amer- on ar 
can conservation movement to develop satisfactory economic guides or criteria Profe 
This means neither that nothing had been done, nor that Professor Bunce when 
has said the last word. In the first place, although a considerable body 0! prod 
literature on the economics of conservation existed, it consisted almost e explo 
clusively of journal articles examining particular aspects of the subject. (1 only 
the other hard, the essential value of the present book rests in the fact tha Impo 
it evaluates past work, and then develops, on a very satisfactory positive In 
plane, the whole field as it relates to agricultural land. Bun¢ 

This twelve-chapter book is divided into three major parts. The firs, lor t 
comprising three chapters, develops the theoretical tools used in the fel. obser 
The second section, including chapters 4 to 7, deals with the economics 0 The 
conservation on the individual farm unit. The third major portion, containing cust 
the remaining five chapters, analyzes conservation on the level of public polity: livin, 

The development of theoretical ideas centers around means of describing prefe 
production functions. In agricultural economics the notions of capacity a4 used 
efficiency have been used for describing two features of these function Imp 


Capacity refers to the ability of a unit of a fixed factor to absorb inputs 0! 


variable factors, while efficiency refers to the height of the gross or net produc ‘It 
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tivity rectangle. Mr. Bunce criticizes the utility of these terms (not severely 
enough), but instead of reading them out of the economist’s jargon he rede- 
anes them with extreme rigor, The result is simply the creation of two more 
empty economic boxes. It is needless to remark that Mr. Bunce makes prac- 
tically no analytical use of the terms capacity and efficiency. Rather he 
invents the concept elasticity of production which expresses the elasticity of 
the cost or supply function. This he employs in very significant analysis. 

In the portion of the book dealing with conservation as a problem facing 
the individual farm operator, Professor Bunce shows very comprehensively 
the importance of forces external to the farm unit. He first sets up an 
analysis to show the effects of the exploitation of virgin fertility. Particular 
emphasis is placed on a consideration of those forces which might operate to 
encourage reducing fertility below levels which are economic. In dealing 
with the effects of price changes on the system of farming which maximizes 
returns to the individual operator Mr. Bunce demonstrates that: “. . . where 
resources are relatively scarce and used at a high intensity, an increase in 
prices will largely result in an increase in conservation and reclamation; 
while in areas of abundant resources utilized at a low intensity, an increase 
in prices will encourage more rapid exploitation” (p. 64). Under conditions 
where the government has both conservation and price support programs, the 
author stresses the need for examining the interrelationship between these “in 
order to avoid spending funds to achieve conservation while at the same time 
sending funds to increase the prices of erosive crops relative to those of 
alternative conserving crops” (p. 59), 

On the réle of time in conservation the first situation dealt with is that 
of fertility maintenance. This is handled with ease. However, when the 


eC0- assumption that exploitation has led to a permanent reduction in the produc- 
this tivity of the land is introduced, the problem bristles with difficulties. Based 
neri- on an abstract piece of analysis and employing considerable learned apparatus, 


Professor Bunce concludes that “. . . it becomes economic to conserve soil 
when the capital loss in land value due to the permanent reduction in the 
productivity of the land equals the gain in annual income resulting from 
exploitation” (p. 83). This analysis introduces definitely new concepts. The 
only shortcoming is in the failure to consider some situations of sufficient 
importance to warrant attention. 

In the final portion of the book, that dealing with public policy, Professor 
Bunce first rejects the concept of a social time preference different from that 
for the individual, This he does on the grounds that social time preference 
obscures rather than reveals the real causes of the exploitation of farm land. 
The real causes, he argues, “. . . may be? insecurity of tenure, lack of capital, 
custom, or a population density that is too great to maintain the level of 
‘ving without disinvestment” (pp. 98-99). Utter rejection of the social time 
prelerence concept seems too severe, particularly in consideration of what is 
used to replace it. This statement, however, does not represent a denial of the 
importance of institutional factors in soil exploitation. 


"Italics mine. 
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The author proceeds next to analysis of the conditions under which socig 
action to achieve conservation is desirable. They are: “(1) When it woul 
be economic for the individual entrepreneur to conserve but he does not: } 
(2) When conservation is not economic for the individual but is for society: 
and (3) When intangible ends desired by the majority of individuals jn , 
democracy can be attained only by collective action” (p. 105). The analysis 
of these conditions and their relationships is really the burden of this book. 

This raises questions respecting the means of social control over land we. 
The first process discussed is that of education. The next is control by 
influencing supply, or by public subsidies. Finally, limitation of property 
rights as a means of securing conservation is considered. Professor Bunce 
emphasizes the fact that definitive answers to these problems of social 
control must await the development of more satisfactory techniques {or 
social accounting than are now available. It is to this question that the 
author next directs attention. Public support for conservation is shown to be 
warranted in the following situations: (1) where the social costs of exploita- 
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Ing 
tion or benefits of conservation do not impinge on the individual operator; evitab’ 
(2) where capital losses are not borne by the individual operator; and (3) in evol 


where there are differences in prices faced by the individual and by the HMB ;, the 
state (including conservation costs and interest rates). So far 

In his final chapter, on the formulation of public policy, Mr. Bunce deals New ] 
with the significance of the fact that conservation is a many-sided concept. As 
It has a purely physical aspect, an economic aspect, and what is of essential of “d 
importance, a moral aspect. Perhaps the greatest difficulty facing the econo- betwe 


mist in this matter is recognizing moral judgments as ends on which he has the al 
neither the professional responsibility nor competence to pass. This difficulty future 
can be illustrated by reference to the determination of conservation or ex it is | 
ploitation policy under war conditions. Physical and narrowly interpreted stable 
economic criteria must be given no consideration. gover 
Professor Bunce describes the economist’s responsibility for research on econc 
conservation as being limited to: (1; analysis of basic relationships of in- stren: 
portance to conservation policy, which involves both theoretical and empirical secur 
studies; (2) analysis of farm management problems associated with conserva- stant 
tion planning in local areas; (3) analysis and measurement of social costs ploy 
and benefits and the development of techniques of social accounting; (4) throy 
analysis of all programs affecting land use and studies of the effects of price wage 
changes on conservation; (5) designing experiments in social action and the TI 
evaluation of results in terms of specific means used; (6) analysis of te on t 
sistance to the adoption of conservation by individuals (pp. 201-02). guar 
As a final word the reviewer can do no better than to state that Professor stab 
Bunce has done an excellent and badly needed job in a field beset with stan 
difficulties. red 
Davin L. for 
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Labor and Industrial Relations 


Democracy Against Unemployment, An Analysis of the Major Problem of 
Post-War Planning. By Wi1t11AM H. Steap. (New York: Harper. 1942. 
Pp. ix, 280. $3.00.) 

In this book Dean Stead has attempted to provide the general reader with 
4 short course in the economics of unemployment, covering its causes, what 
has been done thus far to combat the problem, and what should be done about 
it, Written mainly from the standpoint of public policy rather than economic 
theory, the book is considered by its author as an expression of a point of 
view, an economic credo, so to speak, rather than a detached academic analysis. 
Such information as is presented comes entirely from secondary sources. Its 
purpose will have been achieved, however, if this “reshuffling” of facts and 
viewpoints helps the reader to a better insight and to make up his mind on 
what can, and should be, done about the principal foe of democracy, namely, 
unemployment. 

In general the point of view is that of a New Dealer who believes in the in- 
evitability and beneficence of more and more government control of industry; 
in evolutionary rather than revolutionary changes in the economic system; and 
in the need for government protection and assistance to the low income groups. 
So far as unemployment is concerned, the book might well represent a sort of 
New Deal platform for the post-war period. 

As Dean Stead sees the picture, maldistribution of income is the chief cause 
of “depressional” unemployment, since it brings about a lack of equilibrium 
between productive capacity and consumption. This is the belief around which 
the analysis of our past difficulties and the proposed course of action for the 
future are centered. Since he has little hope that private industry, even though 
it is beginning to awake to the situation, will provide anything approaching 
stable employment, it is logical to find that the program calls largely for more 
government activity along the following lines: better and more comprehensive 
economic planning; improved organization of the labor market, mainly by 
strengthening the United States Employment Service; liberalization of social 
security benefits, especially unemployment insurance; provision for a sub- 
siantial public works and relief program to take care of the “relief” unem- 
ployed who are likely to be always with us; revision of the tax program to 
throw a larger load on the middle and higher income groups; extension of 
wage and hour laws; and relaxation of restrictions on international trade. 

There are some measures which he thinks workers and industry can take 
on their own account to improve the situation; e.g., industry promotion of 
guaranteed annual and incentive wage plans, continuance with efforts to 
stabilize employment, development of new products which will increase the 
standard of living; for consumers there are codperatives and possibilities of 
reducing costs through more intelligent buying. In other words, the remedies 
‘or unemployment are many but we must rely principally on government 
action, 

From the standpoint of the general reader this book has one outstanding 
merit: it helps him to see the problem of unemployment and the possible 
courses of action as a whole rather than piecemeal. Furthermore, there is a 
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considerable amount of factual material in condensed form which he cq 
analyze and digest for himself. (The graphics and tables in Part I are har 
to read because of the small lettering.) Those who are predisposed to accept 
the general point of view will find ammunition for their argument. On th 
other hand, those who are opposed to the New Deal will find enough weak. 
nesses to permit them to take a very critical attitude toward the program, 

The chief difficulty with such a book from the standpoint of the layman 
who is looking for guidance in his own thinking is lack of thoroughness in the 
discussion. He cannot even be sure that he knows how and why the auth 
reaches his own conclusions. For example, the analysis of the relationship 
between unemployment and maldistribution of purchasing power in Chapter 
VI is likely to leave a number of important questions unanswered in his mind 
concerning the validity of this the central argument. He would want to know: 
What is meant by “productivity” and how it is measured? Why is it that, ii 
the relationship between productivity and employment was satisfactory in the 
1920’s, there was such a sharp reversal in the 1930’s? Surely the distribution 
of the national income did not change quickly enough to cause the serious 
unemployment situation which followed. What happened to prices during 
periods (1923-24 to 1936-37) of increasing “productivity” and declining en- 
ployment? Absence of any discussion of these and other points is likely to 
leave the general reader uncertain of the basic facts on which much of the 
public policy program rests. 

There are inevitably many points in the discussion at which the reader is 
confronted with assertions and impressions for which no supporting facts are 
given. On some points such as the following it would be interesting to se 
what the facts show: 

1. “Experience with seasonal variations in registrations of the unemployed 
in the offices of the United States Employment Service leads the writer to 
believe that Woytinsky’s estimates are not too large” (p. 31). In view of the 
limited coverage and the influence of purely administrative factors connecied 
with unemployment insurance, this reviewer has thought the volume of regis 
trations a very poor measure of seasonal variations in unemployment. 

2. In discussing the modern labor market, this statement appears: “The 
modern employer cannot easily locate workers known to be qualified for a 
immense variety of jobs so numerous that he must often card-catalogue them 
to remember their names, to say nothing of their requirements” (p. 51). This 
seems like an odd assertion to make in view of the big surplus of labor which 
has characterized the market during the 1930’s. Surely the placement record 
of the United States Employment Service does not show that employers wert 
desperately in need of assistance. Even now it is placing only a fraction of the 
number of workers hired in war industries. 

3. On page 144 there appears this statement in support of the conclusion 
that the Employment Service should be permanently federalized: “The fed 
eralizing of the Employment Service for the duration of the war emergen¢) 
demonstrates the greater administrative effectiveness of this method of oper 
tion.” There certainly are some people who would like to see further suppo" 
for this statement in view of what has happened since January, 1942. 
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On the whole the student of unemployment and its problems will find little 
new in this book. His interest, however, will be aroused by the point of view 
and opinions expressed by a man who has studied the problem for many years 
especially in connection with the work of the Employment Service. Now that 
he has made his contribution to the enlightenment of the general reader, it is 
to be hoped that Dean Stead will find time to do a more intensive and thorough 
analysis of the past performance and future rdéle of a public employment serv- 
ice in promoting a more intelligent and less wasteful use of our labor supply. 


LEONARD P. ADAMS 
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studies. Bull. no. 18. (Washington: Nat. Council for the Soc. Stud. 1943. Pp. 69. 30c) 


BENDINER, I. The Revenue act of 1942 [its application to life insurance]. (Philadelphia: 
U. S. Review Pub. Co. 1942. Pp. 33. 50c.) 


Carne, N. R. Individual income taxes; federal taxes. (New York: Dodd, Mead. 1943. 
Pp. 120. $1.) 

Hart, A. G., and others. Bigger and better taxes? Broadcast no. 259. (Chicago: Univ. 
of Chicago Round Table. 1943. Pp. 26. 10c.) 

Macit, R. F. The impact of federal taxes. (New York: Columbia Univ. Press. 1943. Pp. 
ix, 218. $3.) 

Montcomery, R. H. Federal taxes on corporations—gross income and deductions, 1942-43 
(New York: Ronald Press. 1943. Pp. xii, 1056. $7.50.) 


. Montgomery’s federal taxes on estates, trusts and gifts, 1942-43. (New York: 
Ronald Press. 1943. Pp. viii, 769. $7.50.) 


Sueparp, E. F. The financing of public schools in Michigan. Mich. stud., no. 13. (Am 
Arbor: Univ. of Michigan Press. 1943. Pp. viii, 139. 60c.) 


SHERMAN, W. H. and Wuiraker, R. A., editors. Report of the public examiner on the 
revenues, expenditures, and debt of state and local government in Minnesota for the 
year 1939. (St. Paul: Dept. of Public Examiner. 1942. Pp. 68.) 


SHERWoop, J. F. and Niswoncer, C. R. Federal tax accounting. 14th ed. (Cincinnati: 
South-Western Pub. Co. 1943. Pp. iv, 507.) 


. Income tax procedure for individuals. 2nd ed. (Cincinnati: South-Western Pub. 
Co. 1943. Pp. 192. $1.60.) 


Snieras, G. F. and Rostas, L. The burden of British taxation. Nat. Inst. of Econ. and 
Soc. Res.; econ and soc, stud., 2. (New York: Macmillan. 1943. Pp. xiii, 240. $3.) 


Stewart, M. S. How can we pay for the war? Public affairs pamph., no. 74. (New York: 
Public Affairs Committee. 1942. Pp. 31. 10c.) 
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Tuomas, P. J. The growth of federal finance in India; being a survey of India’s public 
finances from 1833 to 1939. (Madras: Oxford Univ. Press. 1939. Pp. xi, 558. 20s.) 


Dominion of Canada income war tax act. (Chicago: Commerce Clearing House. 1942. Pp. 
170, $1.) 

Five steps in the right direction; tax modernization! 3rd ed., rev. (Chicago: Illinois Cham- 
ber of Commerce. 1942. Pp. 110.) 


Reconstruction Finance Corporation: hearings, 77th Cong., 2nd sess., on S. 2900, to author- 
ise the Reconstruction Finance Corporation to issue notes, bonds, and debentures in 
the sum of $5,000,000000 in excess of existing authority, Dec. 2 and 8, 1942. Banking 
and Currency Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 98. 10c.) 


Tax law of the State of New York as of July, 1942; with article 4, sections 130-139 of 
State Departments Law. (Chicago: Commerce Clearing House. 1942. Pp. 347. $2.) 


Money and Banking; Short-Term Credit 


Tamacna, F. M. Banking and finance in China. Preface by T. V. Soonc. Inq. ser. (New 
York: Inst. of Pacific Relations. 1942. Pp. xxi, 400. $4.) 


Wurtttesey, C. R. The banking system and war finance. Our economy in war, occasional 
pap. 8. (New York: Nat. Bur. of Econ. Research. 1943. Pp. 53. 25c.) 


Wuus, J. B. The functions of the commercial banking system. (New York: Kings’ Crown 
ress. 1943. Pp. 237. $3.) 


Introduction to the study of banking, An. (New York: Am. Inst. of Banking. 1942. Pp. 
192. $1.50.) 

Silver: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 187, 74th Cong., as amended 
by S. Res. 261, 77th Cong., authorizing a special committee of the Senate to investigate 
the administration, and the economic and commercial effect, of the Silver Purchase act 
f 1934. Pt. 10, July, 1942. Special Committee on the Investigation of Silver, Senate. 
Washington: Supt. Docs. 1942. Pp. 333. 30c.) 


Silver: hearings, 77th Cong., 2nd sess., on S. 2768, to authorize the use for war purposes 
if silver held or owned by the United States. Pt. 2, Dec. 1, 1942. Banking and Currency 
Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 152. 20c.) 


International Trade, Finance and Economic Policy 


ABenD, H. Pacific charter; our destiny in Asia. (Garden City, N.Y.: Doubleday. 1943. 
Pp. 310. $2.50.) 


Benrenvt, R. F. Inter-American economic codperation problems, recent developments, 
ind prospects; a syllabus. 3d ed. Inter-Americana miscellanea. (Albuquerque: School of 
Inter-American Affairs, Univ. of New Mexico. 1943. Pp. 30.) 


Borxin, J. and Wetsu, C. A. Germany’s master plan; the story of industrial offensive. 
Introduction by THuRMAN ARNOLD. (New York: Duell, Sloan and Pearce. 1943. Pp. 
357. $2.75.) 

COLWELL, E., and others. American foreign policy: principles versus expediency. (Chicago: 
Univ. of Chicago Round Table. 1943. Pp. 26. 10c.) 


Curnis, M., editor. Documents on international affairs, 1938. Vol. 1. (New York: Oxford 
Univ, Press. 1943. Pp. 536. $10.) 


Davis, J. S. New international wheat agreements. Wheat studies of the Food Research 
Inst., vol. XIX, no. 2. (Palo Alto: Stanford University. 1942. Pp. 58. $1.) 


Gooprich, L. M., and others, editors. Documents on American foreign relations. Vol. 4. 
July 1941-June 1942. (Boston: World Peace Found. 1942. Pp. 947. $3.75.) 
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GotTMann, J. Les relations commerciales de la France; études de géographie économigu, 
(New York: France Forever. 1942. Pp. 211. $1.25.) 


HausMann, F. World oil control: past and future. Stud. on war and peace, no. 20, (New 
York: Peace Res. Project, Grad. Faculty of Pol. and Soc. Sci. 1942. Pp. 22.) 


Herperin, M. A. Economic policy and democracy. Public policy pamph. no. 37. (Chicago: 
Univ. Chicago Press. 1943. Pp. iv, 41. 25c.) 


Kreiper, C. The Anglo-American trade agreement; a study of British and American com. 
mercial policies, 1934-1939. (Princeton: Princeton Univ. Press. 1943. Pp. xv, 270. $3.50, 


Lert, C. K., Furness, J. W. and Lewis, C. World minerals and world peace. (Washing. 
ton: Brookings Inst. 1943. Pp. xii, 253. $2.50.) 


RépKE, W. International economic disintegration. (New York: Macmillan. 1942. Pp. 295. 
$5.) 


Tayior, H. C. and Taytor, A. D. Handbook of world trade in agricultural products. (New 
York: Macmillan. 1943. $2.50.) 


ToMASeEvICcH, J. International agreements on conservation of marine resources, with special 
reference to the North Pacific. Commodity pol. stud. no. 1. (Stanford University: Food 
Res. Inst. 1943. Pp. xi, 297. $3.) 


American export trade register; resident and foreign buyers index. (New York: Export 
Register Pub. Co. 1942. Pp. 160. $10.) 


Digest of international law: vol. 4, chaps. 12-15. State Dept. (Washington: Supt. Doss. 
1942. Pp. 949. $2.50.) 
Contains the following chapters: Extradition, International communications, Inter- 
course of States, Consuls. 


International economic development, public works, and other problems, Nat. Resources 
Planning Board, tech. pap. no. 7. (Washington: Supt. Docs. 1942. Pp. 111. 30c.) 


Peace and war; United States foreign policy, 1931-1941. Dept. of State pub. 1853. (Wash- 
ington: Supt. Docs. 1942. Pp. 151. 25c.) 


Reciprocal trade agreement between the United States of America and the Republic o! 
Cuba, signed at Washington Aug. 24, 1934, as amended by supplementary agreements, 
signed at Washington Dec. 19, 1939, and at Habana Dec. 23, 1941; and protocol ond 
exchanges of notes. State Dept. (Washington: Supt. Docs. 1942. Pp. 56. 10c.) 

Trade regulations and commercial policy of the United Kingdom. By the Research Staf 
of the Nat. Inst. of Econ. and Soc. Res. Econ. and soc. stud. III. (Cambridge: Univ. 
Piess. New York: Macmillan. 1943. Pp. x, 269.) 

World economic survey: tenth year, 1941-42. League of Nations pub. (New York: Colum- 
bia Univ. Press. 1942. Pp. 198. $2.50.) 


Business Finance; Insurance; Investments; Securities Markets 


Bass, H. W. and Martin, C. An outline of business law. (New York: Barnes and Noble 
1943. Pp. 385. $1.25.) 


Hotmes, M. C. Stock market strategy; some random thoughts. (Morgantown, W.\% 
Author, P.O. Box 410. 1943. Pp. 58. $2.50.) 

Ketsey, R. W. and Dantets, A. C. Handbook of life insurance. (New York: Putoam 
1943. Pp. 64. $1.) 

STEPHENSON, G. T. How compensation for trust service is determined. Stud. in trust vs, 
2nd ser., no. 7. (New York: Am. Bankers Assoc. 1942. Pp. 21. 25c.) 

Weston, J. F. The economics of competitive bidding in the sale of securities. Journal d 
Business, stud. in bus. admin., vol. XIII, no. 1. (Chicago: Univ. of Chicago Press. 16 
Pp. ix, 51. $1.) 
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Conciliation commissioners: hearings, 77th Cong., 2nd sess., on H. R. 7356, to amend 
sc. 75 (a) of the act entitled “An act to establish a uniform system of bankruptcy 
throughout the United States,” approved July 1, 1898, as amended, Oct. 9, 1942. Judi- 
cary Committee, House. (Washington: Supt. Docs. 1942. Pp. 26. Sc.) 


Corporation manual. 1943 ed. (New York: U. S. Corp. Co, 1943. Pp. 3075. $20.) 


ighty-third annual report of the superintendent of insurance. For year ended December 
31, 1941. Vol. I. Stock and mutual life insurance companies. Legislative doc., no. 84. 
Albany: State of New York Insurance Dept. 1942. Pp. 800.) 


Renegotiation of war contracts, as amended by Congressional act, October 21, 1942. (Chi- 
cago: Codrdinators Corp. 1942.) 


Public Control of Business; Public Administration; 
National Defense and War 


Ayoerson, D. and Davipson, P. E. Ballots and the democratic class struggle. (Stanford 
University: Stanford Univ. Press. 1943. Pp. 390. $4.) 


Barker, E. Reflections on government. (New York: Oxford. 1942. Pp. 440. $6.) 


Biucner, W. H. and others. The challenge to local government. Round table broadcast, 
no, 245. (Chicago: Univ. of Chicago. 1942. Pp. 26. 10c.) 


Cuarxtey, L. Technology and the economics of total war. (Washington: Am. Council on 
Public Affairs. 1943. Pp. 24. 25¢.) 


Guiette, J. M. Social economics of North Dakota. (Minneapolis: Burgess Pub. Co. 1942. 
Pp. 251. $2.50.) 


Harris, S. E. The economies of America at war. (New York: Norton. 1943. Pp. 418. $3.75.) 
A new version of the author’s The Economics of American Defense. 


Harvey, R. F. and others. The politics of this war. (New York: Harper. 1943. Pp. 333. $2.) 

The politics of strategy, business, labor, lend-lease, war financing, price-fixing, and 
peace are some of the topics discussed by such well-knov*. newspapermen and writers 
as Russell Barnes, Harold M. Fleming, C. Hartley Grattan, and John MacCormac. 


Hinscx, J. Price control in the war economy. Foreword by Leon Henpverson. (New 
York: Harper. Pp. 328. $3.) 


MexveRsHAUSEN, H. The economics of war. Rev. ed. (New York: Prentice-Hall. 1943. 
Pp. xiv, 390. $3.35; school ed., $2.50.) 


Norixe, O. F. Management methods in city government; a survey of the best adminis- 
‘rative practices in council-manager cities. (Chicago: Internat. City Managers’ 3 
1942. Pp. 60. $1.50.) 


Srey, E., Maceg, J. D. and Ronan, W. J. Our war economy; government, production, 
inonce. (New York: Farrar and Rinehart. 1943. Pp. vii, 182. $1.) 


Industrial Commission of Wisconsin: biennial report, 1940-42. (Madison: Indus, Com- 
mission, State Office Bldg. 1943. Pp. 54.) 


Imestigation of the national defense program, additional report of the Special Committee 
Investigating the National Defense Program, pursuant to S. Res. 71 (77th Congress), 
suthorizing and directing an investigation of the national defense program, interim 
report on gasoline rationing and the fuel oil situation. 77th Cong., 2nd sess., S. rep. 480, 
pt. 13. (Washington : Supt. Docs. 1942. Pp. 16. Sc.) 


Monopoly in the United States; facts revealed by the TNEC investigation. (New York: 
‘nternat. Pubs. 1942. Pp. 48. 10c.) 


Nationa} 
pape defense program: hearings, 77th Cong., 2nd sess., on H. Res. 294, authorizing 
™ investigation of the national defense program in its relation to small business, revised. 


( 
| 
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Vol. 1. Jan., Feb., Mar., May, July, and Sept., 1942. Select Committee to Conduct Study 
and Investigation of National Defense Program in its Relation to Small Business i, 
United States, House. (Washington: Supt. Docs. 1942. Pp. 893. $1.) 


Patents: hearings, 77th Cong., 2nd sess., on S. 2303, to provide for the use of patents ix 
the interest of national defense or the prosecution of the war, and for other purposes: 
S. 2491, to amend the patent laws, to prevent suppression of inventions, to promote the 
progress of science and the useful arts, and for other purposes. Pt. 8, Aug., 1942. Patents 
Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 581. 65c.) 


Report of Rubber Survey Committee, Sept. 10, 1942. Emergency Management Office. 
(Washington: Supt. Docs. 1942. Pp. 75. 10c.) 


Royalties: hearings, 77th Cong., 2nd sess., on H. R. 7620, to provide for adjusting royal- 
ties for the use of inventions for the benefit of the United States, and for other purposes, 
Oct. 13-15, 1942. Patents Committee, House. (Washington: Supt. Docs. 1942. Pp, 103. 
15c.) 


Rubber tives: hearings, 77th Cong., 2nd sess., on S. 2560, to provide for the effective 
utilization of existing stocks of rubber tires, to aid in making rubber tires available for 
essential uses, and for other purposes. Pt. 2. July and Nov., 1942. Banking and Currency 
Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 79. 10c.) 


Strategic and critical raw materials. Rev. ed. (West Point, N.Y.: U. S. Military Acad, 
Dept. of Econ., Gov. and Hist. 1942. Pp. 57.) 


United States government manual. (Washington: Supt. Docs. 1942. $1.) 


War Production Board defense housing, Willow Run Project. Special Committee Investi- 
gating the National Defense Program, Senate. (Washington: Supt. Docs. 1942. Pp. 456. 
60c.) 


Industrial Organization; Price and Production Policies; Business Methods 


Brapy, R. A. Business as a system of power. (New York: Columbia Univ. Press. 1%. 
Pp. xviii, 340. $3.) 


Corxisson, N. H. Industrial production survey manual, for use in connection with indus- 
trial facilities survey, War Production Board, 1942. (New York: Berinati Press. 1942 
Pp. 51. $6.50.) 

Cutuiton, J. W. Make or buy: a consideration of the problems fundamental to a decision 
whether to manufacture or buy materials, accessory equipment, fabricating parts, and 
supplies. (Boston: Graduate School of Bus. Adminis., Harvard. 1942. Pp. iv, 130. $1.50) 


Hexner, E. The international steel cartel. (Chapel Hill: Univ. of North Carolina Pres. 
1943, Pp. xxii, 339. $6.) 


Business in a democracy. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 28.) 


Jobs, freedom, opportunity in the postwar years. (New York: Nat. Assoc. of Mant- 
facturers. 1943. Pp. 47.) 


Profession of management, The. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 35.) 


Small business: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 298 (76th Cons. 
resolution to appoint a special committee to study and survey problems of Amenco 
small business enterprises. Pts. 4 to 9. Special Committee to Study and Survey Problems 
of Small Business Enterprises, Senate. (Washington: Supt. Docs. 1942. 10c; Se; 10c; *¢ 
15c; 20c.) 


Small business problems, record keeping for small stores, manual for small retailers de 
scribing what records are needed and how these may be kept with a minimum of one 
and effort, Aug. 1942. 77th Cong., 2nd sess., Senate Committee print no. 11. (Washing- 
ton: Supt. Docs. 1942. Pp. 93. 30c.) 
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Marketing; Domestic Trade 


Epwarps, C. M., Jr., and Howarp, W. H. Retail advertising and sales promotion. Rev. ed. 
Prentice-Hall retailing ser. (New York: Prentice-Hall. 1943. Pp. 750. $6; text ed., $4.50.) 


McNar, M. P., and others. Problems in merchandise distribution. Harvard problem 
books. (New York: McGraw-Hill. 1942. Pp. 744. $5.) 


Sixteenth census of United States, 1940, census of business. Vol. 1. Retail trade, 1939. Pt. 
2. Commodity sales and analysis by sales size. Census Bureau. (Washington: Supt. Docs. 
1942. Pp. 923. $2.75.) 

Sixteenth census of United States, 1940, census of business. Vol. 5. Distribution of manu- 
jacturers’ sales, 1939. Census Bureau. (Washington: Supt. Docs. 1942. Pp. 206. $1.25.) 


Small business problems: small retailers face the war, Sept. 1942. 77th Cong., 2nd sess., 
Senate Committee print no. 13. (Washington: Supt. Docs. 1942. Pp. 88. 15c.) 


Mining; Manufacturing; Construction 
Bateman, A. M. Economic mineral deposits. (New York: Wiley. 1942. Pp. 909. $6.50.) 
KauicuevsKy, V. A. The amazing petroleum industry. (New York: Reinhold. 1943. Pp. 


234, $2.25.) 


Murvocn, A. Boom copper; the story of the first U. S. mining boom. (New York: Mac- 
millan. 1943. Pp. 255. $3.) 


Rovs, G. A., editor. Mineral industry. Vol. 50, covering 1941. (New York: McGraw- 
Hill. 1942. Pp. 735. $12.) 

Saionns, W. A. Henry Ford, his life—his work—his genius. (Indianapolis: Bobbs-Merrill. 
1943, Pp. 365. $3.50.) 


Building construction, 1941. Labor stat. bur., bull. 713. (Washington: Supt. Docs. 1942. 
Pp. 130. 20c.) 


Earnings in the manufacture of industrial machinery, 1942. Labor stat. bur., bull. 720. 
Washington: Supt. Docs. 1942. Pp. 46. 10c.) 


Transportation; Communication; Public Utilities 


Buckwatter, W. R. The valuation procedure for rate making of the public service com- 
mission of Pennsylvania. (Philadelphia: Univ. of Pennsylvania Library. 1942. Pp. 328.) 


Farrincton, S. K., Jr. Railroading from the head end. (Garden City, N.Y.: Doubleday. 


Pp. 313. $3.50.) 


Rout, J. A., editor. Transportation in wartime and the United Nations. Proceedings, 
vol. 20, no. 2. (New York: Am. Acad. of Pol. Sci., Columbia Univ. 1942. Pp. 115. 
$2.50.) 

Tromsow, T. R., compiler. Check list of publications on American railroads before 1841. 
New York: N. Y. Public Lib. 1942. Pp. 250. $2.) 


Watxer, G. J. Road and rail; an enquiry into the economics of competition and state 
control. (New York: Norton. 1943. Pp. 236. $4.50.) 
A study of English railroads and road haulage. 


American aviation directory: aviation officials and companies, United States, Canada and 
Latin America. Vol. 3, no. 2, fall-winter 1942. (Washington: Am. Aviation Assoc. 1942. 
Pp. 366. $5.) 

Communications act of 1934: hearings, 77th Cong., 2nd sess., on a comparative print show- 
™§ proposed changes in the Communications act of 1934, as amended and H. R. 5497, 
‘0 amend the Communications act of 1934, and for other purposes. Pt. 1. Apr. 14 to 
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June 3, 1942. Pt. 2. June 4 to 12, 1942. Pt. 3. June 17 to July 1, 1942. Interstate and VooRrHIES, 


Foreign Commerce Committee, House. (Washington: Supt. Docs. 1942. Pp, 495; 243. geles: U 
317. 65c; 30c; 40c.) Agricultur 
A farm electrification programme. Report of Manitoba Electrification Enquiry Commis. {nti-inflat 
sion. (Winnipeg: James L. Crowe. 1943. Pp. xii, 211.) " duinid 
Interstate Commerce Commission: fifty-sixth annual report, Nov. 1, 1942. (Washington: culture : 
Supt. Docs. 1942. Pp. iii, 203. 75c.) Form real 
The mar year book, 1942-1943; River Plate shipping manual, dealing fully with shipping (Washin 
regulations and all maritime matters including charges and tariffs at all Argentine ond Memoria 
Uruguayan ports. (New York: B. H. Porson, 24 State St. 1942. Pp. 392. $3.50.) Minister 
Railroads: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 71 (74th Cong.), authoris. 
ing investigation of interstate railroads and affiliates with respect to financing, reorgoni- Econ 
zations, mergers, and certain other matters. Pt. 29. Pennsylvania Railroad Co., activities ro, B. L 
in connection with the Transportation act of 1920. Interstate Commerce Committe, January. 
Senate. (Washington: Supt. Docs. 1942. Pp. 309. 40c.) 

Shippers guide to military posts and camps in the United States, 1942, (Salt Lake City: MM. >. 
Freightways, Inc., Box 1798. 1942. Pp. 40.) . 
Study of railway transportation. 2 vols. (Washington: Assoc. of Am. Railroads. 1942. Pp. eae 

72; 55.) 
R. 
Transportation and national policy. National Resources Planning Board. (Washington: coord 
Supt. Docs. 1942, Pp. 513. $1.25.) (Boston 
Who’s who in transportation and communication, 1942-1943. Vol. 1. (Boston: Larkin, Ware, C. 
Roosevelt and Larkin. 1942. Pp. 800. $14.) seograph 
Tennessee 
Agriculture; Forestry; Fisheries 
Apams, R. L. Farm problems in meeting food needs. Food in wartime. (Berkeley and Los exercise é 
Angeles: Univ. of California Press. 1942. Pp. 32. 25c.) - recet, 
culture a 
ALEXANDER, D. C. The Arkansas plantation, 1920-1942. Patterson prize essays, Yale Univ. _— 
vol. 2. (New Haven, Conn.: Yale. 1943. Pp. 118. $1.) 
Anperson, C. A. Food rationing and morale. Wartime farm and food pol. pamph. no. 4. Apu, A 
(Ames: Iowa State Coll. Press. 1943. Pp. 40. 20c.) Gollan . Hh 
Barcer, H. and Lanpsperc, H. H. American agriculture, 1899-1939; a study of owtpu, —_ 


employment and productivity. (New York: Nat. Bur. of Econ. Res. 1942. Pp. 457. $3.) 


Bennett, M. K. Wheat in the third war year: major developments, 1941-42. Wheat an 
of the Food Research Inst., vol. XIX, no. 3. (Palo Alto: Stanford Univ. 1942. Pp. 120. 
$1.) 

Brack, J. D., editor. Nutrition and food supply: the war and after. Annals, vol. 225 
(Philadelphia: Acad. of Pol. and Soc. Sci. 1943. Pp. vii, 279. $2, pap.; $2.50, cloth.) 

Downino, J. C., Councir, J. C. and Gricssy, S. E. Balancing labor and land resoure 
for wartime production. (Washington: U. S. Dept. of Agric., Bur. of Agric. Econ. 13 
Pp. 35.) 

FarnswortH, H. C. and TrmosuEenKo, V. P. World wheat survey and outlook, J 


1943. Wheat stud. of the Food Research Inst., vol. XIX, no. 4. (Palo Alto: Stanfo 
Univ. 1943. Pp. 29. $1.) 


R1EsENFELD, S. A. Protection of coastal fisheries under international law. Carnegie _— 
ment for Internat. Peace, monog. ser., no. 5. (New York: Columbia Univ. Press. 1% 


Pp. 308. $2.) 
Scuu.tz, T. W. Redirecting farm policy. (New York: Macmillan. 1943. Pp. vii, 75. 5! 
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Voorntes, E. C. Planning for total food needs. Food in wartime. (Berkeley and Los An- 
geles: Univ. of Calif. Press. 1942. Pp. 34, 25c.) 


Agricultural statistics, 1942. (Washington: Supt. Docs. 1942. Pp. 840. 75c.) 


{nti-inflation act, furm feature: hearings, 77th Cong., 2nd sess., on investigation of the 
administration of the farm feature of the Anti-inflation act, Oct. and Nov., 1942. Agri- 
culture and Forestry Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 148. 15c.) 


Form real estate situation, 1939-40, 1940-41, and 1941-42. Dept. of Agric. circ. 662. 
Washington: Supt. Docs. 1942. Pp. 45. 10c.) 


Memoria correspondiente al ano, 1941. Junta Reguladora de Vinos. (Buenos Aires: 
Ministerio de Agricultura de la Nacion, Av. Pte, Roque S. Pena 832. 1942. Pp. 140.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Foy, B. L., compiler. An indexed bibliography of the Tennessee Valley Authority. Suppl. 
January-June 1942. (Knoxville, Tenn.: Tenn. Valley Authority. 1942. Mimeographed.) 


Ruvsmerer, J. S. The Tennessee Valley Authority; a case study in the economics of mul- 
title purpose stream planning. (Nashville: Vanderbilt Univ. Press. 1942. Pp. 506. $3.) 


Vay VALKENBURG, S., editor. America at war; a geographical analysis. Foreword by W. W. 
Atrwoop. (New York: Prentice-Hall. 1942. Pp. xiv, 296. $2.50.) 


Wes, R. G. and Perkins, J. S., compilers. New England community-statistical abstracts ; 
statistical, economic and social data for 175 New England cities and towns. 3rd ed. 
Boston: Bur. of Bus. Res., Boston Univ. Coll. of Bus. Admin. 1942. $6.50.) 


Ware, C. L. and Foscug, E. J. Regional geography of Anglo-America. Prentice-Hall 
geography ser. (New York: Prentice-Hall. 1943. Pp. 920. $4.75.) 


Tennessee Valley Authority: hearings, 77th Cong., 2nd sess., on S. 2361, to amend the 
Tennessee Valley Authority act of 1933, as amended, with respect to the manner of the 
exercise of the power of condemnation by the Tennessee Valley Authority and to require 
the receipts of the Authority to be covered into the Treasury, Mar. 16-19, 1942. Agri- 
culture and Forestry Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 309. 30c.) 


Labor and Industrial Relations 


‘isu, A. Management in transition. Fabian Society res. ser. no. 68. (London: Victor 
Gollancz. 1942. Pp. 24. 6d.) 


Anverson, K., compiler. Executive Order No. 9240, regulations relating to overtime wage 
compensation; a compilation of orders, amendments, interpretations, digests of opinions, 
oficial releases. C.L.S. pub. no. 42. (Detroit: Current Information Service. 1943. Pp. 18. 


——. Wage and salary stabilization under the jurisdiction of the National War Labor 
Board ; Executive Order No. 9250, regulations, general orders, interpretations, procedures, 
jorms, questions and answers. C.1.S. pub. no. 43. (Detroit: Current Information Service. 
1943. Pp, 71. $2.) 


Bau, J. H., and others. Should there be stricter federal regulation of labor unions? Ameri- 
- Town Meeting of the Air bull., vol. 8, no. 39. (Columbus: Am. Educ. Press. 1943. 
p. 22. 10¢.) 


Broo, E. H. Manpower, a summary of the British experience. Pub. admin. serv. pub. no. 
4. (Chicago: Pub. Admin. Serv. 1942. Pp. 28. 75c.) 

Buoy, R. D. Collective bargaining. 2nd rev. ed. (Deep River, Conn.: Nat. Foremen’s 
Inst. 1942, Pp. 59. $1.25.) 


a. L., and others. Behind the labor crisis. (Chicago: Univ. of Chicago Press. 1943, 
PD. 26. 10c.) 
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Crark, M. H., and others. Development and operation of joint management-labor com. 
mittees. (New York: Am. Management Assoc. 1942. Pp. 28. 50c.) 


Davis, J. A. How management can integrate Negroes in war industries. (New York: 
N. Y. State War Council, Committee on Discrimination in Employment. 1942. Pp. 51.) 


Drorng, P. L., and others. Solving the manpower problem; upgrading, women workers, 
optimum hours. Production ser., no. 138. (New York: Am. Management Assoc, 1942, 
Pp. 28. 50c.) 


Hatt, F. S. Forty years, 1902-1942; the work of the New York Child Labor Committee, 
(New York: New York Child Labor Committee. 1942. Pp. 103.) 


Kerr, C. Migration to the Seattle labor market area, 1940-1942. Univ. of Wash. pubs. in 
soc. sci., vol. 11, no. 3. (Seattle: Univ. of Washington Press. 1942. Pp. 64.) 


Lomsarol, J, Labor’s voice in the Cabinet. Stud. in hist., econ. and pub. law no. 496. (New 
York: Columbia Univ. Press. 1942. Pp. 370. $4.) 
A history of the Department of Labor from its origin to 1921. 


Merrick, M. A. A case in practical democracy: settlement of the anthracite coal strike of 
1902. (Notre Dame, Ind.: Univ. of Notre Dame Lib. 1942. Pp. 86. $1.) 


Myers, J. Do you know labor? (New York: John Day. 1943. Pp. 256. $2.) 


Patterson, S. H. Social aspects of industry; a survey of iabor problems. 3rd ed. (New 
York: McGraw-Hill. 1943. Pp. xviii, 536. $3.) 


Posey, R. B. The significance to private industry of personnel administration in the city 
of Cincinnati. (Philadelphia: Univ. of Pennsylvania. 1942. Pp. ix, 240.) 


ScHULTz, R. S. Wartime supervision of workers. (New York: Harper. 1943. Pp. 216. $2.25.) 


Streap, W. H. and Masincup, W. E. The occupational research program of the United 
States Employment Service. (Chicago: Pub. Admin. Serv. 1942. Pp. 266. $2.) 


SturMTHAL, A. The tragedy of European labor, 1918-1939. (New York: Columbia Univ. 
Press. 1943. Pp. xii, 389. $3.50.) 


WissMAnNn, R. W. The maritime industry; federal regulation in establishing labor and 
safety standards. (New York: Cornell Maritime Press. 1942. Pp. 400. $5.) 


Digest of state and federal labor legislation enacted July 1, 1941-Aug. 1, 1942. Labor 
standards div., bull. 51. (Washington: Supt. Docs. 1942. Pp. 15. 10c.) 


Employer-employee coéperation. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 43.) 


Gearing wage and salary policies to a wartime economy. Personnel ser., no. 58. (New 
York: Am. Management Assoc. 1942. Pp. 32. 50c.) 


Incentive-wage plans and collective bargaining. Labor stat. bur., bull. 717. (Washington: 
Supt. Docs. 1942. Pp. 18. 5c.) 


Joint production committees in Great Britain. Stud. and rep., ser. A. (Industrial Rela- 
tions), no. 42. (Montreal: Internat. Labour Office. 1943. Pp. iv, 74. 50c, 2s.) 


Labor arbitration in wartime. Report of the Industrial Arbitration Tribunal, 1941. (New 
York: Am. Arbitration Assoc. 1942. Pp. 23.) 


National Labor Relations Board. Vol. 43. Decisions and orders of the National Labor Re- 
lations Board, Aug. 12-Sept. 15, 1943. Nat. Labor Rel. Board. (Washington: Supt. Dos 
1942. Pp. 1472. $2.) 


Overtime labor: hearing, 77th Cong., 2nd sess., on S. 2006, to confer jurisdiction upon the 
Court of Claims to hear, determine, and render judgment upon the claims of Herbert 
R. W. Lauterbach and others for overtime labor performed at the Norfolk Navy Yard, 
Portsmouth, Va., in excess of the legal day of 8 hours. Feb. 13, 1940. Education anc 
Labor Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 21. 10c.) 
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Poy Readjustment act of 1942: hearings, 77th Cong., 2nd sess., on S. 2723, to amend the 
Pay Readjustment act of 1942, Nov. 16, 1942. Military Affairs Committee, House. 
Washington: Supt. Docs. 1942. Pp. 10. 5c.) 


What makes jobs? (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 28.) 


Year book of labour statistics, 1942. (Washington: Internat. Labor Office. 1943. Pp. 234. 
$3; pap., $2.) 


Social Insurance; Relief; Pensions; Public Welfare 


Barnes, H. E. and Teerers, N. K. New horizons in criminology—the American crime 
problem. (New York: Prentice-Hall. 1943. Pp. xxvi, 1069. $4.50.) 


Brown, E. L. Social work as a profession. 4th ed. (New York: Russell Sage Found. 1942. 
Pp. 232. $1.) 
Carr-SaunpeRS, A. M. and others. Young offenders; an enquiry into juvenile delinquency. 
New York: Macmillan. 1942. Pp. 178. $1.75.) 
The full text of the report of the inquiry instituted by the British Home Office in 
Cassipy, H. M. Social security and reconstruction in Canada. (Boston: Bruce Humphries. 
1943. Pp. x, 197. $2.50.) 


Cuarnow, J. Work relief experience in the United States. Pamph. ser. no. 8. (Washington: 
Committee on Soc. Security, Soc. Sci. Res. Council. 1943. Pp. viii, 141. 50c.) 


Jacopy, N. H., and others. Social security: challenge to democracy. Round table broadcast, 
no. 248. (Chicago: Univ. of Chicago. 1942. Pp. 29. 10c.) 


\woers, F. M. and Tuarp, C. R. Administration and financing of public relief. Mich. 
pamph., no. 17. (Ann Arbor: Bur. of Government, Univ. of Michigan. 1942. Pp. 35. 10c.) 


Sampson, H. D. Compulsory health insurance in the United States. Stud. in soc, sci. no. 5. 
Evanston and Chicago: Northwestern Univ. 1943. Pp. vii, 89. 75c.) 


Suntey, E. McK. The Kentucky poor law, 1792-1936. Soc. serv. monog. (Chicago: Univ. 
of Chicago Press. 1942, Pp. 169. $1.50.) 


ijter the war—toward security. Nat. Resources Planning Board pamph. (Washington: 
Supt. Docs. 1942. Pp. 61.) 


Proceedings of the National Conference of Social Work. Selected papers, sixty-ninth annual 


conference, New Orleans, May 10-16, 1942. (New York: Columbia Univ. Press. 1942. 


Pp. 681. $5.) 


Public and private aid in 116 urban areas, 1929-38, with supplement for 1939 and 1940. 
Social Security Board, Public Assistance rep. 3. (Washington : Supt. Docs. 1942. Pp. 166. 
+UC, } 

Security, work, and relief policies. (Washington: Supt. Docs. 1942. Pp. 652. $2.25.) 

The report of the Committee on Long-Range Work and Relief Policies to the National 
Resources Planning Board. 


United States Employees’ Compensation Commission: twenty-sixth annual report, July 
!, 1941, to June 30, 1942. (Washington: Supt. Docs. 1943. Pp. 61.) 


rkmen’s compensation: twenty-first report, July 1, 1940, to June 30, 1942. (Madison: 
Industrial Commission of Wisconsin. 1943. Pp. 59.) 


W 


Consumption; Income Distribution; Codperation 


CLOVER, V. T. Employees’ share of national income, 1929-1941. Econ. ser. no. 1. (Hays, 
Kan.: State Coll. Press. 1943. Pp. 16.) 


= 
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Cores, J. V. Consumers can help win the war. (Berkeley: Univ. of California Press, 194; EPSTEIN, 
Pp. 126. $1.) $7.50.) 
Gorpon, L. J. Consumers in wartime—a guide to family economy in the emergency. (New Hvpson, 
York and London: Harper. 1943. Pp. viii, 154. $1.75.) 1943. $ 
Post, H. L. Codperation goes to work. (Appleton, Wis.: Nelson Pub. Co. 1942. Pp, 202 HvTCHIN 
$2.50.) 1943. 
Tompkins, D. C. Point rationing, with particular reference to British experience. Wu McConn 
bibls., no. 4. (Berkeley: Bur. of Pub. Admin., Univ. of California. 1942. Mimeographed. 1942. F 
Pp. 6. 35c.) McKee, \ 
Ware, C. F. The consumer goes to war; a guide to victory on the home front. (New York: Econ. a 
Funk and Wagnalls. 1943. Pp. 308. $2.) Mruat 
Cost of living in 1941. Labor stat. bur., bull. no. 710. (Washington: Supt. Docs. 1942. 39, no. 
Pp. 41. 10c.) SOROKIN, 
Wartime rationing and consumption. Econ. intelligence service of the League of Nations. ology ai 
League of Nations pub. 1942. (New York: Columbia Univ. Press. 1942. Pp. 92. $1.) Cowles Ce 
cago. Py 
Population; Migration; Vital Statistics 
Study 

Kiser, C. V. Group differences in urban fertility; a study derived from the national health Industri 
survey. (Baltimore: Williams and Wilkins. 1942. Pp. 284. $2.50.) eg 

MukerjeE, R. The political economy of population. Lucknow Univ. stud. (New York: m= — 
Longmans, Green. Pp. xiv, 467. 7s.6d.) 


Rosenguist, C. M. and Browper, W. G. Family mobility in Houston, Tex., 1922-1938. 
(Austin: Univ. of Texas Press. 1942. Pp. 96.) 


Free movement of persons, property and information: hearings, 77th Cong., 2nd sess., on 
H. R. 7762, to facilitate, to the extent required for the effective prosecution of the wor 
the free movement of persons, property, and information into and out of the United 
States. Rev. Nov. 18, 1942. Ways and Means Committee, House. (Washington: Supt. 
Docs. 1942. Pp. 65. 10c.) 


Sixteenth census of United States, 1940, population, 3rd series, the labor force, occupation, 
industry, employment, and income. Census Bureau. (Washington: Supt. Docs. 1942.) 


Sixth interim report of the Select Committee Investigating National Defense Migration, 
77th Cong., 2nd sess., pursuant to H. Res. 113, to inquire further into the interstate 
migration of citizens, emphasizing the present and potential consequences of the migri- 
tion caused by the national defense program: Changes needed for effective mobilisation 
of manpower, Oct. 20, 1942. 77th Cong., 2nd sess., H. rep. 2589. (Washington: Supt. 
Docs. 1942. Pp. 43. 10c.) 


Unclassified Items 


Anperson, H. R., editor. Teaching critical thinking in the social studies, 1943. 13th yea 
book. (Washington: Nat. Council for the Soc. Stud. 1943. Pp. 184. $2.30; pap., $2.) 
Beurenvt, R. F. Selected bibliography of books, pamphlets, and periodicals in English 
in the field of economics, politics, and sociology of Latin America. Inter-Amenca 
miscellanea. (Albuquerque: School of Inter-American Affairs, Univ. of New Mexico 
1943. Pp. 31.) 

Bonannt, P. J. Ahorro y cajas de ahorro. (Buenos Aires: Caja Nacional de Ahorro Postal 
1942. Pp. xxiv, 614.) 


Core, G. D. H. The Fabian Society: past and present. Fabian tract ser. no. 258. (London 
Fabian Society. 1942. Pp. 23. 6d.) 
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gpstern, M., editor. Statesman’s yearbook, 1942. (New York: Macmillan. 1942. Pp. 1502. 


Vv.) 


Hvoson, M. O. The permanent court of international justice. (New York: Macmillan. 


Hurcuins, R. M. Education for freedom. (Baton Rouge: Louisiana State Univ. Press. 
3. Pp. 117. $1.50.) 

McConneELL, J. W. The evolution of social classes. (Washington : Am. Council on Pub. Affairs. 
42. Pp. 238. $3.50; pap., $3.) 


McKee, W. and WiEsEN, L. J., editors. American economic objectives. (New Wilmington, Pa.: 
Econ. and Bus. Found. 1942. Pp. 220. $2.50.) 


Meuvat, C. H. U. S. government publications and the war; a selected list. Booklist, vol. 
30 no. 7, pt. 2. (Chicago: Amer. Lib. Assoc. 1942. Pp. 22. 25c.) 


Soroxin, P. A. Sociocultural casuality, space, time; a study of referential principles of soci- 
logy and social science. (Durham: Duke Univ. Press. 1943. Pp. 255. $3.50.) 


Cowles Commission for Research in Economics: report for 1942. (Chicago: Univ. of Chi- 
cago. Pp. 12.) 


juide for the study of American social problems. Compiled for the Am. Soc. Problems 
Study Committee. (New York: Columbia Univ. Press. Pp. 188. $1.) 


Industries, products, and transportation in our neighbor republics, an index and bibliog- 
raphy. Education Office. bull. no. 6. (Washington: Supt. Docs. 1942. Pp. 39. 10c.) 


Survey of business research projects at universities, 1942. (Washington: Bur. of Foreign 
and Domestic Commerce, Dept. of Commerce, 1942. Pp. vi, 188.) 
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PERIODICALS 


Economic Theory; General Works 


Beacu, E. F. Triffin’s classification of market positions. Canadian Jour. Econ. and Pol, 
Sci., Feb., 1943. Pp. 5. 


BRONFENBRENNER, M. The réle of money in equilibrium capital theory. Econometrica, 
Jan., 1943. Pp. 26. 


Goopwin, R. M. Keynesian and other interest theories. Rev. Econ. Stat., Feb., 1943. Pp. 7, 


GrizioTt1 KrETSCHMANN, J. Coordinamento fra diritto, etica, economia e finanza nella 
dottrina istituzionalista americana. Riv. Dir. Fin. e Sc. d. Fin., Mar., 1941. Pp. 6. 


GuILLeBaup, C. W. The evolution of Marshall’s principles of economics. Econ. Jour., Dec, 
1942. Pp. 20. 


HaceEn, E. E. Capital theory in a system with no agents fixed in quantity. Jour. Pol. Econ, 
Dec., 1942. Pp. 23. 


Kapor, N. Professor Hayek and the concertina-effect. Economica, Nov., 1942. Pp. 24. 


KerrsteaD, B. S. Technical advance and economic equilibria. Canadian Jour. Econ. and 
Pol. Sci., Feb., 1943. Pp. 14. 


LANGE, O. A note on innovations. Rev. Econ. Stat., Feb., 1943. Pp. 7. 
Maccrecor, D. H. Marshall and his book. Economica, Nov., 1942. Pp. 12. 


Macuuuvp, F. Forced or induced saving: an exploration into its synonyms and homonyms 
Rev. Econ. Stat., Feb., 1943. Pp. 14. 


Macmiitan, D. The principles of economics; a bibliographical note. Econ. Jour., Dec, 
1942. Pp. 4. 


MarscHak, J. Demand elasticities reviewed. Econometrica, Jan., 1943. Pp. 10. 
———. Money illusion and demand analysis. Rev. Econ. Stat., Feb., 1943. Pp. 9. 


Nicnor, A. J. Monopoly supply and monopsony demand. Jour. Pol. Econ., Dec., 194? 
Pp. 19. 


O'Leary, J. J. Malthus and Keynes. Jour. Pol. Econ., Dec., 1942. Pp. 19. 


Pancoast, O., Jr. Malthus versus Ricardo: the effects of distribution on production. Po 
Sci. Quart., March, 1943. Pp. 20. 

Part, G. U. Elementi e principi directivi di un “piano.” Giorn. d. Econ., Jan., Feb., 1 
Pp. 25. 

pi Narot, G. Interdipendenza e indeterminazione dinamica nella teoria economica. Gw™ 
d. Econ., Jan., Feb., 1942. Pp. 19. 

Ropertson, H. M. Reflexions on Malthus and his predecessors. So. African Jour. Econ., 
Dec., 1942. Pp. 12. 

Roy, R. La hiérarchie des besoins et la notion de groupes dans Péconomie de chs 
Econometrica, Jan., 1943. Pp. 12. 


SamuELson, P. A. Dynamics, statics, and the stationary state. Rev. Econ. Stat., Feb, 
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suove, G. F. The place of Marshall’s principles in the development of economic theory. 
Econ. Jour., Dec., 1942. Pp. 6. 


syrrates, A. The quantity of money and the rate of interest. Rev. Econ. Stat., Feb., 


1943. Pp. 8. 


Soroxin, P. Influencia de las calamidades sobre la organizacion politica, economica y social. 
Rev. Mexicana de Soc., Third Trimestre, 1942. Pp. 26. 


Sovro, J. B. Principios fundamentais da divisao do trabalbo. Rev. Brasil. de Estatistica, 
March, 1942. Pp. 36. 


Sweezy, P. M. Professor Schumpeter’s theory of innovation. Rev. Econ. Stat., Feb., 1943. 
Pp. 4 
Trorst, M. Lineamenti teorici della rendita ittica. Giorn. d. Econ., Mar., Apr., 1942. Pp. 7. 


Vutant, F. Sull’equilibrio di monopolio. Giorn. d. Econ., Jan., Feb., 1942. Pp. 10. 
—— . Sull’equilibrio di monopolio. Giorn. d. Econ., Mar., Apr., 1942. Pp. 11. 


ZaccaGNINI, E. Asintoti delle curve dei baratti. Giorn. d. Econ. Mar., Apr., 1942. Pp. 7. 


Economic History 


BERNSTEIN, I. Samuel Gompers and free silver, 1896. Miss. Valley Hist. Rev., Dec., 1942. 
Pp. 7. 

Harris, A. L. Sombart and German (National) socialism. Jour. Pol. Econ., Dec., 1942. 
SZ. 

SrepHENSON, C. Feudalism and its antecedents in England. Am. Hist. Rev., Jan., 1943. 


Pp. 21. 


Economic Systems; National Economies; Post-War Planning 
Becker, C. How new will the better world be? Yale Rev., March, 1943. Pp. 23. 
Bristol, W. B. Hispanidad in South America. Foreign Affairs, Jan., 1943. Pp. 10. 


Burrows, H. R. and Ricwarps, C. S. Fundamentals of economic policy in the Union: a 
comment and a reply. So. African Jour. Econ., Dec., 1942. Pp. 8. 


Herz, J. H. Power politics and world organization. Am. Pol. Sci. Rev., Dec., 1942. Pp. 14. 
Huta, E. National self-determination reconsidered. Soc. Research, Feb., 1943. Pp. 21. 
Leistikow, G. Denmark under the Nazi heel. Foreign Affairs, Jan., 1943. Pp. 14. 

Macnes, J. L. Toward peace in Palestine. Foreign Affairs, Jan., 1943. Pp. 11. 


Mer.tn, S. Trends in German economic control since 1933. Quart. Jour. Econ., Feb., 1943. 
Pp. 39. 


Parsons, T. Some sociological aspects of the Fascist movements. Social Forces, Dec., 1942. 
Pp. 9. 


Perrer, N. America’s place in the post-war world. Pol. Sci. Quart., March, 1943. Pp. 14. 


VANvENBoscH, A. A decade of publications on the Netherlands East Indies. Far East. 
Quart., Nov., 1943. Pp. 7. 


; —. The effect of Dutch rule on the civilization of the East Indies. Am. Jour. Soc., 
Jan., 1943, Pp. 5. 


Warp, B. Britain and America: Allies for peace? Foreign Affairs, Jan., 1943. Pp. 10. 


Statistics; Economic Mathematics; Accounting 
H 


AVELMO, T. The statistical implications of a system of simultaneous equations. Econo- 
metric, Jan., 1943. Pp. 12. 
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Krmsat, B. F. General theory of plant account subject to constant mortality law of re- 
tirements. Econometrica, Jan., 1943. Pp. 22. 


MacCautey, F. A. Punched-card system of payroll and labor cost accounting. NACA 
Bull., Feb. 15, 1943. Pp. 17. 

Merwin, C. L. National income, a practical yardstick. Dun’s Rev., Nov., 1942. Pp. 5. 

pe Moras, O. A. O sentido do termo “Estatistica.” Rev. Brasil. de Estatistica, March, 
1942. P. 1. 

Accounting principles and utility regulation. Jour. Accountancy, March, 1943. Pp. 4. 

Accounting under cost plus fixed fee contracts. Accounting research bull. no. 19. Jour 
Accountancy, Feb., 1943. Pp. 5. 

Resumo das atividades estatisticas dos estados unidos. Rev. Brasil. de Estatistica, March, 
1942. Pp. 6. 

Business Cycles and Fluctuations 

Franzsen, D. G. The secular stagnation thesis and the problem of economic stability, 
So. African Jour. Econ., Dec., 1942. Pp. 13. 

Gama, L. I. Introducao a teoria dos conjuntos. Rev. Brasil. de Estatistica, March, 194? 
Pp. 20. 

Haavetmo, T. Statistical testing of business-cycle theories. Rev. Econ. Stat., Feb., 1943 
Pp. 6. 

MacGrsson, D. A. Fiscal policy and business cycles. Canadian Jour. Econ. and Pol. Sci, 
Feb., 1943. Pp. 5. , 

Srotper, W. F. Monetary, equilibrium, and business-cycle theory. Rev. Econ. Stat., Feb. 
1943. Pp. 5. 

Public Finance; Fiscal Policy; Taxation 

ApriAnI, P. J. A. Il concetto di “utile imponibile” nel diritto tributario comparato. Riv. 
Dir. Fin. e Sc. d. Fin., Mar., 1941. Pp. 16. 

. La causa giuridica delle imposte nella dotirina e giurisprudenza olandese. Riv. Dir. 
Fin. e Sc. d. Fin., Dec., 1941. Pp. 13. 

D’AtBerGO, E. Sulla misurazione degli effetti economici delle imposte (continuasione) 
Giorn. d. Econ., Jan., Feb., 1942. Pp. 17. 

Avpricu, W. W. The economic implications of interna! public debts. Bankers Mag., Feb. 
1943. Pp. 12. 


Amato, A. La nuova imposta sul plusvalore dei titoli azionari nelle finanza di guerri 
italiana. Riv. Dir. Fin. e Sc. d. Fin., Sept., 1941. Pp. 9. 


D’AmeEtio, M. L’autonomia dei diritti in particolare del diritto finansiario nell’unité dé 
diritto. Riv. Dir. Fin. e Sc. d. Fin., Mar., 1941. Pp. 16. 


Azzoini, V. L’Istituto Nazionale di Finanza Corporativa, Il programma. Riv. Dir. Fin. ¢ 
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econon 
Russell E. Johnson, serving as a private in the Army, lost his life in the North Atlantic Reid 
on February 3, 1943. Office 
Don C. Barrett died January 19, 1943. Will 
Virgil Willit, associate professor of economics at The Ohio State University, died on the W 
February 6, 1943. pointe 
Wal 
econo! 
Appointments and Resignations Lumb 
Lewis W. Adams, on leave of absence from Washington and Lee University, is a liev- f. “ 
tenant in the United States Naval Reserve and is on duty at the Midshipmen’s School at s Rot 
Columbia University. 
J. Ellwood Amos, associate professor of finance at the University of Pittsburgh, has a 
accepted a position with the War Department as senior statistician and is located in Pitts tee 
burgh. 
Willis N. Baer is serving as head of the department of economics and business adminis ant 
tration at Elizabethtown College. , R 
Claude D. Baldwin was with the Rent Department of the Office of Price Administration aah 
until he was ordered to active duty in February at the Training Station of the Navi “tke 
Reserve at Bainbridge, Maryland. Ha 
Leonard M. Berkowitz, associate business economist in the Building Materials Pree ee 
Branch of the Office of Price Administration at Washington, is now on active duty wit! rae 
the Army. Ser 
Alvin B. Biscoe has been granted a leave of absence by Bucknell University for the , 


duration of war and is now serving as director of wage stabilization for Region IV of the 
War Labor Board with headquarters at Atlanta. 
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Robert W. Bradbury is on leave of absence from Louisiana State University in the 
Foreign Service Auxiliary of the Department of State as senior economic analyst and 
It of attaché at the American Embassy in Panama City. 

Victor E. Brink, now serving in the Army, has been promoted to assistant professor of 
unting in the School of Business, Columbia University. 

~ Norman S. Buchanan, associate professor of economics at the University of California, is 
» leave of absence while acting as regional price executive at the San Francisco office of 
the Office of Price Administration. 

Robert K. Burns, of the department of economics of the University of Chicago and 
jirector of Science Research Association, is serving as chairman of the Regional War Labor 
Board in Chicago and chairman of the daily newspaper panel of the National War Labor 
B ard. 


< rant I. Butterbaugh of the College of Economics and Business at the University of 


Washington is serving as chief of a research section of the Fuel Rationing Division, Office 
f Price Administration, Seattle. 

C. C. Carpenter, professor of economics at the College of Commerce, University of 
Kentucky, has been given leave of absence to accept the position of district price officer 
{ the Office of Price Administration in Lexington. 


J B. Condliffe, professor of economics at the University of California, is working with 

he Carnegie Endowment for International Peace in New York while on leave of absence. 

Frances E. Cornwall has been appointed instructor in the economics department at Smith 

Arthur G. Coons has resigned as associate regional price executive and Los Angeles dis- 
trict price officer of the Office of Price Administration to become dean of the faculty and 
professor of economics at Occidental College beginning July 1. 

William E. Cox of the College of Economics and Business at the University of Wash- 

mn was elected vice president of the American Accounting Association for 1943. 

Randle E. Dahl is acting regional wage analyst in charge of the Detroit regional office 

f the Bureau of Labor Statistics. 


Malcolm M. Davisson, associate professor of economics, will return to the Berkeley cam- 
pus of the University of California on July 1 to become chairman of the department of 
economics. 


Reid M. Denis is associate economic analyst in the European Capabilities Section of the 
Office of Strategic Services. 

William E. Dunkham, on leave from the University of Rochester, has transferred from 
the War Production Board to the Office of Price Administration and recently been ap- 
pointed associate director of the Office of Import-Export Price Control. 

Walter A. Durham, Jr., has been transferred from his position as Oregon State price 
conomist for the Bureau of Labor Statistics to that of staff economist of the West Coast 

mber Commission of the National War Labor Board. 

John E. Exter has accepted a position as consulting economist at the Radiation Labora- 


r tory at Massachusetts Institute of Technology. 

Robert S. Ford, associate professor in the department of economics and director of the 
. Bureau of Government at the University of Michigan, is acting as director of the state 
¥ Department of Business Administration at Lansing. 


Leon Goldenberg, formerly lecturer in economics at Northwestern University, is now 
serving as chief of the Enemy Resources Unit, Enemy Branch, Board of Economic War- 
fare, Washington. 

R A. Gordon, associate professor of economics at the University of California, is on 
ve of absence and serving as American coérdinator of research, Combined Raw Materials 

B can Washington. 

' Harold M. Groves of the department of economics at the University of Wisconsin has 
been granted a leave of absence for the coming year to work on a monograph for the 
Committee on Economic Development. 

| Seyt mour E. Harris is returning to Harvard University after a year’s leave of absence 
spent in government service. 

Clarence Heer of the University of North Carolina was granted a leave of absence for 
the spring quarter to conduct research for the Council of State Governments. 


‘ 


492 THE AMERICAN ECONOMIC REVIEW 


Emily H. Huntington, associate professor of economics at the University of Califor 
is on leave of absence while serving as senior economist of the National War Labor Board, 
San Francisco office. 

Kenneth V. James, industrial economist for the Tennessee Valley Authority, has been 
appointed assistant to the vice president, traffic division of Transcontinental and Western 
Airlines. 

Otto Jeidels, formerly a partner of Lazard Fréres and Company, New York, on April 1 
assumed new duties as vice president and member of the advisory council of the Bank of 
America National Trust and Savings Association in San Francisco. F 

Lloyd A. Jenkins since March has been employed as assistant regional wage analyst jy _ 
the Bureau of Labor Statistics with headquarters in San Francisco. 

Clark Kerr has been promoted to associate professor of labor in the College of Ego | 
nomics and Business, University of Washington. 

Marshall D. Ketchum, associate professor in the College of Commerce, University of 
Kentucky, will teach courses in finance at the School of Business, University of Chicago, 
during the summer quarter of 1943. 

Frank L. Kidner, lecturer in economics at the University of California, has been given 
leave of absence to serve as principal economist in the San Francisco regional office of the 
Office of Price Administration. 

Melvin M. Knight, professor of economics at the University of California, is on leave 
of absence, serving as assistant chief in the Division of Economic Studies and expert on 
the economy of colonies and backward countries with the Department of State, Washing- 
ton. 

William S. Lennon, teaching fellow in economics at West Virginia University, has been 
commissioned with the rank of ensign in the Naval Reserve. 

Robert M. Lewis has accepted an instructorship for next year at Worcester Polytechnic 
Institute. 

John A. Loftus of Johns Hopkins University has recently been appointed principal price 
specialist in the Caribbean Stabilization Division of the Board of Economic Warfare. 

Sanford A. Mosk, assistant professor of economics at the University of California, is on 
leave of absence while acting as principal economic analyst at the Office of Coérdinator 
of Inter-American Affairs, Washington. 

Howard K. Nixon has been promoted from assistant to associate professor of advertising 
in the School of Business, Columbia University. : 

John Pagini, Jr., formerly with the College of Business Administration, University of 
Santa Clara, is now with the Finance Department of the Army. 

E. Z. Palmer, professor of economics at the College of Commerce, University of Ken- 
tucky, is working part-time at the university and part-time at the state Department of 
Revenue at Frankfort. 

Harald S. Patton, professor of economics at Michigan State College and recently ap- 
pointed one of the public members of the regional War Labor Board at Detroit, has bem 
granted leave of absence and resigned from the War Labor Board to accept a commission 
appointment as major in the Fiscal Division of the Army Supply Forces. 

M. Ogden Phillips of Washington and Lee University will be visiting professor of ee 
nomic geography at Columbia University during the summer session of 1943. 

Nicolo Pino recently accepted a position with the Chicago regional office of the National 
War Labor Board. 

Robert Rockafellow of the School of Business Administration at Rhode Island State 
College has been promoted from assistant to associate professor of economics. 

Julius Roller, teaching fellow in economics at the University of Michigan, has joined the 
accounting staff of the Detroit Ordnance District. ; 

Earl R. Rolph, assistant professor of economics at the University of California, & @ 
leave while acting as price specialist for the State of California office of the Office of Price 
Administration at San Francisco. 

Raymond J. Saulnier, assistant professor of economics at Barnard College, has been 
given a leave of absence for the duration of war to give instruction under the Faculty of 
Political Science of Columbia University in the School for Training in International 
ministration. 


=. 
‘ 
~ 
© 
' 
‘ 
j 


° 

. 

of 
in 
0 
of 
0, 

> 

“A 
e 
¥ 
> 
‘ 
v 
a 


